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PREFACE 


In 1888, when Professor Ely published his pioneer work, Taxation 
in American States and Cities, he lamented the scarcity of literature in 
the field of public finance. There is now no such scarcity, whether in 
the general field or in the more restricted field of property taxation. 
There is, in fact, an enormous amount of writing on the general property 
tax alone. The material, however, is of varying quality and is not con- 
veniently available, being scattered, fragmentary, and overlapping. 
The present volume is offered as an attempt to present in organized 
form the essential aspects of property taxation in the United States. 

The so-called general property tax is largely indigenous in the 
United States. Though almost universally criticized as being unsound 
in principle and impossible in practice, it has been, and continues to be, 
the backbone of both state and local tax systems, and almost the sole 
source of local revenue. Though numerous changes in detail occur 
each year and changes in principle occasionally, the net change over a 
period is small. Though some property is “classified” for differential 
taxation in about one-half of the states, the principle of uniformity of 
taxation of all property has been abandoned in only a few states. It 
would seem that a tax that has for two or three centuries performed the 
function of almost sole revenue-producer for all the states and their 
subdivisions deserves a more comprehensive treatment than such as 
can be given in pamphlets, magazine articles, official reports of tax 
commissions, and monographs on state and local tax systems. 

Scholars and experts in the field of taxation will find relatively little 
new material in the present book. It is offered in the hope that it may 
be useful to anyone interested in taxation. Sound tax reform, particu- 
larly reform of property taxation, depends upon a much wider and 
more popular understanding of the flaws and merits of existing state 
and local tax systems, and of practical changes and alternatives, than 
now prevails. For this reason the treatment is much more detailed 
than would have been proper had the book been designed primarily for 
the savant. 
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PREFACE 


This study was begun nearly ten years ago at the University of 
Chicago. The universities of Chicago and Kansas have both assisted 
me in the work by means of support and encouragement, which are 
heartily appreciated. My special appreciation and thanks are due to 
H. A. MilHs, Jacob Viner, Simeon E. Leland, and H. C. Simons, of the 
University of Chicago, all of whom have read the manuscript in the 
various stages, and have offered valuable constructive criticism. 

It is too much to hope that I shall have avoided all errors, inaccura- 
cies, and infelicities of expression; and for such as occur I must accept 
responsibility. In a treatise on a tax system, varying from state to 
state, and from year to year, over a period of nearly three centuries, 
perfection is perhaps not possible. It is hoped, nevertheless, that the 
picture presented of the general property tax is true in the essential 
aspects. 

Jens P. Jensen 

Chicago 
June 8, 1931 
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CHAPTER I 

THE FISCAL IMPORTANCE OF PROPERTY TAXES 


From a fiscal point of view property taxes are now and always have 
been more important than any other tax, and for state and local pur- 
poses in the United States, more important than all other taxes to- 
gether. To this general statement there are only insignificant excep- 
tions that existed in the primitive frontier conditions prior to statehood. 
The statement is not true for the colonial period, for in some of the 
colonies property taxes may scarcely be said to have existed at all. But 
property taxes are not all alike; they probably never have been alike in 
any two states. They have never long remained unchanged in any one 
state. Sometimes the changes have been frequent and fundamental. It 
is, therefore, no simple task to describe and appraise the existing sys- 
tems and the changes that preceded them. 

It has long been customary to comprehend property taxes in the 
United States under the name of the general property tax , whose ruling 
concept is that all property is valued uniformly and taxed at a uniform 
rate in each taxing jurisdiction. This concept is and has been unques- 
tionably the outstanding characteristic of American property taxation. 
It contrasts sharply with the concepts of property taxation in prac- 
tically every other part of the world. Nevertheless, in practice, the 
exceptions to the general concept are so numerous and so varied as to 
demand extensive discussion. The following statistical data, therefore, 
refer to all property taxes and not merely to those that might properly 
be called “general property taxes.” They do not refer, however, to 
what the Bureau of the Census has chosen to call special property 
taxes, i.e., special taxes on bank stock and insurance companies. 

In an inquiry concerning the extent of property taxation, the several 
political divisions should be considered separately. The federal treas- 
ury has never used the general property tax; nor, except on a few un- 
fortunate occasions, has it used property taxes at all. These isolated 
federal property taxes are not considered here. 



2 PROPERTY TAXATION IN THE UNITED STATES 

I. STATES AND SUBDIVISIONS 

For both state and local purposes property taxes are by far the most 
important source of revenue. The yield of all taxes, both absolutely 
and per capita, has risen rapidly since 1902, because of higher price 

TABLE r 


Taxes and Special Assessments Received by the States 
(Including the District op Columbia) and 
Political Subdivisions, 1902-27 


Year 

All Taxes and Special 
Assessments 

Property Taxes 

Amount 
(in Millions) 

Per Capita 

Amount 
(in Millions) 

Per Capita 

Percentage of 
All Taxes and 
Special 
Assessments 

1927* 

Is. 723 

$48.64 

14,531 

$38.5° 

79.2 

1 ^ 111 — 1 — 

4,221 

38.82 

3,321 

30.55 

78.7 

1912I 

1,364 

14.09 

1,183 

11.20 

79-4 

19028 

86l 

10-95 

707 

8-35 

82.x 


* National Industrial Conference Board, Cost of Government in the United States , 1 927-1 Q28, p. 109. 
The figures for 1927 are not strictly comparable with those of the Bureau of the Census for the earlier 
years. What the exact amount is must always be a matter of controversy, partly because the list of 
reporting local tax-levying agencies is never complete. Professor S. E. Leland placed the aggregate 
amounts of all state and local government revenue at $6,658,000,000 for 1927 and that part thereof, 
which consisted of property taxes at $5,239,000,000, or 79.6 per cent. Address before National Associa- 
tion of Real Estate Boards, Phoenix, Arizona, January 23, 1930* reprinted in Bulletin of the National 
Tax Association, XV, No. 7, 201-3, 234-42. Hereafter referred to as Bulletin . 

t Bureau of the Census, Wealth, Public Debt , and Taxation : Taxes Collected , 1922, p. 12. 
t Ibid., 1913, p. 12. § Ibid., 1907 , p. 968. 

levels and expanded public services. Table x shows the total and per 
capita yield of all taxes, the yield of property taxes, the per capita 
yield for both, and the percentage property taxes composed of all taxes, 
for selected years. The relative importance of property taxes has not 
changed greatly; but the percentages declined from 82.1 in 1902 to 79.2 
in 1927. The decline, as will appear, is confined to the states, the local 
units tending to become more than ever dependent upon property 
taxes. 

The exact comparisons made by the Bureau of the Census do not 
extend back of 1902. The yield of the taxes on property may, however, 
be carried back for several decades, as shown in Table 2. In this table, 
as in many subsequent tables, the per capita figures are more s ignifican t 
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than the absolute amounts, since they allow for the increase in popula- 
tion. They do not, however, allow for differences in price level of the 
different years. Because of this and also because of the increase in the 
per capita taxable wealth, as well as because the data are not quite 
comparable, the increase in the per capita receipts from property taxes 
from $3.00 in i860 to $30.55 in 1922 and to $38.50 in 1927 should not be 
taken as a measure of the burden of property taxation. 

TABLE 2 

Yield, Aggregate, and per Capita op Property 
Taxes Collected by the States and Their Polit- 
ical Subdivisions por Selected Years* 


Year 

Amount 


Per Capita 

1890 

$471 

$ 7-53 

1880 

314 

6.26 

i8yot 

226 

5-87 

i860 

94 

3.00 


* Bureau of the Census, Assessed Valuations of Property and 
Amounts and Rates of Levy , 1860-1912. 
f Reduced to a gold basis. 


The foregoing table and most of the following tables in this chapter 
show the extent to which general property taxes supply that part of the 
public revenue for which there is no specific return to the payer. They 
are supplemented by other taxes such as those on income, inheritances, 
and motor fuels, some of which are fiscally important to certain states 
and for which also there is no specific return. But these supplementary 
taxes are not the primary object of this study. The remainder of the 
revenue is largely commercial in character, consisting chiefly of receipts 
from public service enterprises. These receipts are excluded from the 
comparison, for three reasons ; first, they are laigely offset by cost pay- 
ments, and leave little or no surplus for general public functions; 
second, they are not a burden in quite the same sense as taxes; and, 
finally, there is considerable variation among the several political di- 
visions as to the extent to which they have municipalized their public 
service enterprises— this variation would be a disturbing element in the 
comparison. 
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n. THE STATES 

Table 3 shows the relatively decreasing extent to which property 
taxes are used by the states as such; this decrease is due primarily to 
the development of new sources of state revenue. 

Among the several states there is, however, wide variation in the 
extent to which property taxes constitute the primary source of state 
revenue, as may be seen for 1927 from Table 4. A few states, their num- 
ber varying with the years, 1 imposed no property taxes for state pur- 


TABLE 3 

Taxes and Special Assessments Received by the States, 
for Selected Years 


Year 

Ai x Taxes and Special 
Assessments 

Property Taxes 

Amount 
(in Millions) 

Per Capita 

Amount 

On Millions) 

Per Capita 

Percentage of 
All Taxes and 
Special 
Assessments 

1927* 

$1,382 

In. 78 

I370 

$ 3 - 16 

26.8 

1922J 

868 

8.01 

348 

3.22 

40.1 

1912I 

307 

3«i6 

140 

1.44 

45-9 

1902$ 

159 

1.98 

82 

z.02 

510 


* Bureau of the Census, Financial Statistics of States, 1927, pp. 14 ff . 
t Bureau of the Census, Wealth , Public Debt, and Taxation: Taxes Collected , 1922, p.12. 
t Ibid,, 1913, V ol. n. 

§ Ibid., 1907 . 

poses. In general, it is in the more highly industrialized states with a 
large urban population that the general property tax has declined, mak- 
ing room for more diversified systems. But to this rule there are excep- 
tions such as Illinois, where in 1927, 48.5 per cent of the state revenue 
from taxes and special assessments still consisted of property taxes. In 
that state the backward condition of the tax system is responsible for 
the heavy property taxation. The states of the South Central and the 
Mountain divisions tend to rely heavily on property taxes, while to a 
large extent the New England, the Middle Atlantic, and the South 
Atlantic divisions have recourse to other taxes. In the southern states 
this is partly explained by their resort to a great variety of business 
1 California, North Carolina, and Pennsylvania, in 1927. 
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taxes, while, elsewhere, corporation, income, inheritance, and other 
taxes are heavily used. 


m. THE COUNTIES 

While the fiscal importance of property taxes to the states has de- 
clined, the importance to the counties, where property taxes have al- 

TABLE 4 

Distribution of States According to the Ratio of the Revenue from 
Property Taxes to the Revenue from All Taxes and Special 
Assessments, by Geographic Divisions, 1927* 


Percentage Property Taxes Were 07 All Taxes and 
Special Assessments 


Geographic Division 

Less 
than 10 

10- 

10-9 


30- ! 
39-9 

40- 

49-9 

50- 

59-0 

60- 

69.0 

70 and 
Over 

Total 

New England 

1 

2 

— 

I 

I 

mm 



6 

Middle Atlantic 

1 

I 




■8 



3 

East North Central 

I 

I 



2 




c 

West North Central 


I 


I 

2 

a 



7 

South Atlantic 

2 

2 

2 

I 





8 

East South Central 



I 

2 

1 




4 

West South Central 

I 


2 

I 





4 

Mountain 




I 

a 

2 

1 

I 

8 

Pacific 

I 


1 


0 

1 



“i 










0 

Total 1927 

7 

7 

8 

7 

10 

7 

1 

I 

48 

Total 1922 

2 

4 

2 

6 

6 

3 

16 

9 

48 


* Financial Statistics of States , 1927 , pp. 60-67. 


ways furnished more than 90 per cent of all tax revenue, has grown, as 
is seen in Table 5. 1 

How sparingly the counties use other taxes than those on property 
is also shown in Table 6. In thirty-five states the average yield of 
county property taxes amounted to over 90 per cent of the average 
county revenue from all taxes and special assessments, and in exactly 
one-half of the states it exceeded 95 per cent. In no one state was the 
yield to the counties from property taxes less than 75 per cent. The 
counties rely uniformly and heavily upon the general property tax. 
Four New England states assign no other tax revenue to the counties 

1 There are no comparable data for later years. 
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than that accruing from property taxes. However, the fact that Con- 
necticut counties derived only 78.7 per cent of their tax revenue from 
this source is not significant when it is remembered that the total 
county tax revenue amounted to only 80 cents per capita in that state. 

TABLE 5 


Taxes and Special Assessments Received by Counties 


Year 

All Taxes and Special 
Assessments 

Property Taxes 

Amount 
(in Millions) 

Per Capita 

Amount 

Cm Millions) 

Per Capita 

Percentage of 
All Taxes and 
Special 
Assessments 

1922* 

$745 

$7-67 

$687 

*7.07 

92.I 

I 9 I *t 

308 

3.60 

282 

329 

91. 1 

I902t 

160 

2.03 

143 

1.8s 

9!. I 


* Wealth , Public Debt, and Taxation: Taxes Collected , 1922, p. 12. 
Ubid.,1913, H, 12. 
tlbid., 1907, p. 968. 


TABLE 6 

Distribution op States According to the Average Ratio op Property 
Taxes to All Taxes and Special Assessments in the Counties 
op Each State, by Geographic Divisions, 1922 


Division 


Number of States in Which Spaccras) Percentages of Aix Taxes and 
Special Assessments Consisted of General Property Taxes 



75 - 79-9 

80-84.0 

85-89.9 

90-94.9 

05 and Over 

Total 

New England . . . 

1 




5 

6 

Middle Atlantic. 






2 

X 

3 

East North Cen- 







tral 

1 



2 

2 

• 5 

West North Cen- 







tral 

1 

2 

1 

2 

X 

7 

South Atlantic . . 


1 



7 

8 

East South Cen- 







tral. 



1 

3 


4 

West South Cen- 







tral 

1 


2 



4 

Mountain 

i 


1 

1 


8 

Pacific 




i 


3 







Total 

S 

3 

5 

XI 

24 

48 
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Here, as elsewhere in New England, the county is an unimportant unit. 
In Vermont, the county revenue amounted to only 15 cents per capita, 
while in Rhode Island there is no county fiscal organization at all. In 
other states the counties, measured by their per capita tax revenues, 
are much more significant administrative units. Thus in California the 
county per capita tax revenue was $20.21 and in Nevada $41.01. The 
average for all the states was $7.67. 

Among the counties within each state the variation in the ratio of 
the general property tax to the total tax revenue is usually small. But 
in a few states it is considerable; it depends upon the other sources of 
tax revenue available. In general, these other sources are four : special 
taxes, poll taxes, charges for licenses and permits, and special assess- 
ments. Special taxes, such as inheritance, corporation, income, and 
other taxes, are assigned to the counties in only about ten states and 
always in small amounts except in Maryland, Michigan, and Wiscon- 
sin, where the amounts in 1922 were 34, 37, and 53 cents per capita, 
respectively. In no state do the counties themselves levy and adminis- 
ter these taxes, but the revenue from them is distributed to the coun- 
ties by the state. Poll taxes are collected by the counties in uniformly 
small amounts in about one-half of the states. In nearly all states 
charges for licenses and permits in small amounts accrue to the coun- 
ties, which also use special assessments in varying degrees. In New 
Hampshire, Maine, and Vermont the counties have no other tax 
revenue than that provided by the general property tax. In Missouri 
in 1922 every county derived over 99 per cent of its tax revenue from 
property taxes, while charges for licenses and permits were the only 
other source. In Illinois, where charges for licenses and permits and 
poll taxes are both used, the variations were only slightly more con- 
spicuous, only one county 1 relying for its tax revenue on property taxes 
to a percentage less than 90, and only three to a percentage between 
90 and 9.5* 

It is in states where special assessments are freely used that varia- 

1 Jackson County, 87.9 per cent. 

3 Unfortunately, the figures for county tax revenues cannot be brought down to 
date. The 1922 report of the Bureau of the Census, is the latest, covering approxi- 
mately all local units. Toward the dose of the chapter, estimates of tax collections 
of all local units for 1927 are given. 
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tions in the use of property taxes are large. Thus, in Minnesota, where 
only special assessments are used in addition to property taxes, and, 
in Iowa, where licenses and permits are used as well, the distribution of 
counties according to their degree of reliance upon property taxes is 
shown in Table 7. 

IV. THE CITIES 

Fiscally, the cities are coming to be the most important political 
units in the United States. In them the per capita tax revenue is higher, 
on the average, than in any other governmental division, except the 

TABLE 7 

Distribution of Counties in Minnesota and Iowa 
According to Ratio or General Property 
Taxes to All Taxes and Special Assess- 
ments, 1922 


Percentage, General 
Property Taxes op Ail 
Taxes and Special 
Assessments 

Number op Counties in 

Minnesota 

Iowa 

90-100 

33 

30 

80-89 *9 

19 

27 

70-79 -9 

12 

17 

60-69.9 

10 

15 

So-59- 9 

6 

9 

40-49*9 

6 

1 

Total 

86 

99 


federal government in times of war. In Table 8 are shown, for the 
cities, the revenue from all taxes and special assessments, the revenue 
from property taxes, and the percentage ratio the latter bears to the 
former. This percentage fell from 86.7 in 1902 to 77.5 in 1912, but rose 
again to 82.8 in 1922, due to the inelastic character of other revenue 
sources, increased public functions, and the higher price level of later 
years. Property taxes are relatively more important to the cities than 
to the states, but less so than to the counties. 

Among the states there is considerable variation in the degree of 
dependence of cities upon the general property tax. The dependence, 
as shown in Table 9 for 1922, appears to diminish as one moves west- 
ward over the continent. The same city, however, will vary much from 
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year to year, chiefly because of variations in the special assessment 
revenue. 

Within each state the cities differ in the degree of reliance upon 
property taxes, because of differences in the use of special assessments 

TABLE 8 


Taxes and Special Assessments Received by Cities (Incorporated 
Places with Population oe 2,500 and Over), 

Specified Years 


Year 

All Taxes and Special 
Assessments 

Property Taxes 

Amount 
(in Millions) 

Per Capita 

Amount 
(in Millions) 

Per Capita 

Percentage of 
All Taxes and 
Special 
Assessments 

1922* 

$1,628 

$24-37 

$i,34S 

wmm 

82.8 

*9«t 

848 

18.60 

66l 


77*5 

1902J 

363 

14.05 

316 

■99 

86.7 


* Wealth, Public Debt, and Taxation : Taxes Collected, igaa, p. is. 
t Ibid., 1913, H, 12. Cities of 2,500 and over, 
t Ibid., igo7, P* 968. Cities of 8,000 and over. 


TABLE 9 

Average Ratios of Property Taxes to All Taxes and Special Assessments 
of All Cities in Each State, by Geographic Divisions, 1922 
(Including District of Columbia)* 


Percentages op Property Taxes to All Taxes amd 
Special Assessments 


Division 


50- 

54*9 


55“ 

59-9 


60- 

64.9 


69.9 


70- 

74-9 


75“ 

79-9 


80- 

84.9 


85“ 

89,9 


90- 

94.9 


95“ 
99 9 


Total 


New England 

Middle Atlantic 

East North Central, 
West North Central. 

South Atlantic 

East South Central. . 
West South Central. 

Mountain 

Pacific 


Total. 


6 

4 

5 

7 

8 
4 
4 
8 
3 


49 


* Wealth, Public Debt, end Taxation: Taxes Collected, 1922. 
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which the cities use more freely than either counties or states. The 
yields of special assessments often vary widely among cities, and from 
year to year in the same city. Thus, in 1922, of the nearly 2,700 towns 
and cities having 2,500 or more inhabitants, 1x4 derived more than 
$10.00 per capita from special assessments; 28, more than $20.00; 10, 
more than $30.00; seven more than $40.00; and one, Shorewood,. Wis- 
consin, $51.06. In the vast majority of cities and towns, however, the 
amounts are smaller, and many do not use this source, except occasion- 
ally, while the cities of a few states rarely use the special assessment. 
Too great reliance, for accuracy of detail, should not be placed in the 


TABLE 10 

Taxes an© Special Assessments Received by Cities op 30,000 
or More Population, Specified Years* 


Yeah 

All Taxes and Special 
Assessments 

Pxopeety Taxes 

Amount 
(in Millions) 

Per Capita 

Amount 
(in Millions) 

Per Capita 

Percentage of 
All Taxes and 
Special 
Assessments 

1927 

$2,281 

153-38 

$1,889 

$44.21 

82.4 

1922 

1,544 

40.87 

1,338 

35.54 

85.2 

1917 

826 

24.82 


20.01 

80.7 

1912 ;. . . 

654 

22.32 

512 

17.49 

78.1 


* Financial Statistics of Cities. In 1937, 350 cities; 1933, 261; 19x7, 3x9; and 19x3, 195. 


percentages relating to special assessments. City accounting and busi- 
ness practices vary, and often the cost of special assessment projects as 
well as the revenue collected therefor are not included in the municipal 
accounts. 

Much less in amount than special assessments, but much mere even 
and regular, are the yields of license taxes and permit charges, the aver- 
age amount per capita being $i.ix in 1922. Poll taxes amount to very 
little: the same is true of special taxes, such as income taxes, inheri- 
tance taxes, millage taxes on intangible property, and a variety of other 
less important taxes of which the cities in a few states receive a share. 

For cities estimated to have 30,000 population or more, the Bureau 
of the Census publishes annual tax figures reasonably up to date. 
The revenue receipts from all taxes and special assessments and from 
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property taxes of these cities may be seen from Table io. Comparison 
of Table io with Table 8 shows that about 95 per cent of the taxes in 
cities or incorporated places of 2,500 or over are collected in cities of 
30,000 or over. In the former the yield of all taxes in 1922 was $1,628,- 
000,000, while in the latter it was $1,544,000,000. In view of this pre- 
ponderance of the larger cities, it is significant that the percentage of 
the tax revenue coming from the general property tax is smaller in the 
smaller cities, being 85.2 per cent in the larger cities and only 82.8 per 
cent in the smaller. A partial explanation is found in the fact that the 
general property tax is a “deficiency tax,” in the sense that from it is 
taken what is not available from other sources. The larger .the city 
the greater the per capita expenditure, and presumably the greater 
the pressure for revenue, and hence the greater reliance upon the 
deficiency source. 

The reports of cities with population in excess of 30,000 do not cover 
the same number of cities, and hence furnish no basis for an estimate 
of the property tax revenue for all cities, even on the questionable as- 
sumption that all the cities above and below 30,000 increased their 
taxes in the same proportion. On the assumption that in 1927, as in 
1922, 95 per cent of the tax and special assessment revenue of all cities 
over 2,500 was collected in cities of over 30,000, these collections in all 
the cities would amount to about $2,400,000,000. If the percentage 
coming from property taxes declined in all the cities as much as it did 
for the larger cities, by 2.8 per cent, that percentage would be 80 per 
cent. On this basis the property taxes collected in all cities over 2,500 
in 1927 would be estimated at 80 per cent of $2,400,000,000, or $1,920,- 
000,000. 


V. MISCELLANEOUS UNITS 

There remain to be considered the towns below 2,500 population and 
a number of miscellaneous districts. Their collections from all taxes 
and special assessments for 1922, in so far as data are available, may be 
seen in Table 11. To present a more complete picture of all the local 
taxing units the data for the cities and counties have been included. 
The total revenue of local taxing units from all taxes and special as- 
sessments amounted in 1922 to $3,353,000,000; and from property 
taxes, to $2,973,000,000 oar 88.7 per cent of the former amount. The 
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absolute amounts are too low because of the undetermined extent of 
omissions of certain taxing units. But the percentage of 88.7 must 
indicate rather closely the use of the general property tax as the almost 


TABLE 11 

Amounts op Taxes and Special Assessments, 
por Specified Divisions, 1922* 


Political Units 

All Taxes and 
Special Assess- 
ments 

(in Millions) 

Property Taxes 
(in Millions) 

Ratio of 
Property Taxes 
to All Taxes and 
Special Assess- 
ments, per Cent 

Counties 

8 745 

$ 687 

92 

Cities 

1,628 

i ,345 

83 

School districts 

736 

733 

99 

Townships 

149 

139 

94 

Drainage districts 

19 

6 

30 

Irrigation districts 

6 

3 

54 

Levee districts 

6 

5 

84 

Road districts 

3 i 

28 

89 

Combined and other 

33 

27 

82 

Total 

83.353 

82,973 

88.7 


* Wealth, Public Debt ; and Taxation , : Taxes Collected, ipsa, p. 77. 


TABLE 12 

Taxes and Special Assessments Received by Local Polit- 
ical Divisions, Other than States, 

Cities, and Counties 



All Taxes and 
Special 
Assessments 
(in Millions) 

Peopeety Taxes 

Yea* 

Amount 
(in Millions) 

Percentage o! All 
Taxes and 
Special Assess- 
ments 

1022* 

8981 

181 

8941 

*6s 

96 

91 

1902! 



* Wealth, Public Debt, and Taxation : Taxes Collected, ipsa, p. 12. 
t Ibid., ipoT, p. 968. 


sole source of revenue in the local governmental units. It is especially 
noticeable that the school and road districts depend heavily upon the 
property tax. 

These minor districts tend, moreover, to become more rather than 
less dependent upon general property taxes. At least, from Table 12 it 
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may be seen that such taxes constitute a larger percentage of the total 
tax revenue in later years. Since 1922 it has become much more com- 
mon to grant state and county aid to school and other special districts 
than formerly. Therefore, the foregoing percentages must rather un- 


TABLE 13 

Property Tax Revenue eor Local Purposes and Percentages Such 
Revenue Was op Total Tax Revenue, 1926-28 (in Millions)* 




1926 



1927 



X 928 


Division 

X 

2 

3 

n 

m 

6 

n 

8 

9 


Total 

Tax 

Prop- 

erty 

Tax 

Percent- 
age 3 
is of x 

Total 

Tax 

Prop- 

erty 

Tax 

Percent- 
age* 
is of 4 

Total 

Tax 

Prop- 

erty 

Tax 

Percent- 
_age 8 

is of 7 

New England. . 

$ 357 

$ 312 

87-43 

$ 366 

$ 322 

87.88 

$ 373 

$ 328 

87.49 

Middle Atlantic 

1,135 

1,052 

92.69 

1,214 

1,129 

92.98 

1,300 

1,207 

92.81 

East North 










Central 

West North 
Central 

944 

894 

94.73 

I,OII 

934 

94.31 

1,086 

1,024 

94.29 

476 

452 

94.94 

487 

46l 

94.72 

505 

4S7 

94.59 

South Atlantic. 
East South 

348 

318 

91.40 

372 

341 

91.72 

387 

355 

91.84 

Central 

145 

127 

87.71 

156 

137 

87.64 

l66 

156 

87.21 

West South 










Central 

233 

216 

92.95 

246 

229 

93.01 

260 

239 

91-73 

Mountain 

134 

124 

93,01 

136 

127 

93-17 

140 

130 


Pacific 

364 

345 

94.86 

379 

362 

93-43 

413 

393 


United States 

$4,134 

$3,841 

92.89 

$4,367 

$4,061 

92.98 

$4,630 

$4,298 

92.83 


* National Industrial Conference Board, Cost of Government in the United States, 1937 - 1928 , pp. 
ioa- 5 , Tables 44 and 45 . 


derstate the degree of reliance of these districts upon property taxes 
at the present time, for the revenue thus granted is raised in part in the 
form of property taxes. 

VI. THE DATA OP THE NATIONAL INDUSTRIAL CONFERENCE BOARD 

A few years ago the National Industrial Conference Board under- 
took to provide data on state and local costs of government, to supple- 
ment, anticipate, and interpret the data of the Bureau of the Census, 
which do not cover all political units, even in their decennial publica- 
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tions, and which are, except for Financial Statistics of States and 
Financial Statistics of Cities Over 3<) } ooo } not up to date by several 
years. The 1927 figures of the Board covering all state and local units 
have been presented in Table 1. In Table 13 are given the total tax 

TABLE 14 

Distribution op States and District op Columbia Accord- 
ing to Percentages Property Taxes Were op 
Total Tax Revenue, 1926-28* 


Number or States 


Percentage Property Taxes 
op Total Tax Revenue 


98 and over. 
96-97. 99 - 
94 - 95 - 99 - 

92-93.99. 
90-91.99.... 
88-89 . 99 . . . 

86-87.99 — 
84-85.99 — 
82-83.99... 
Less than 82 


Iffi ghest percentage J 

Mean percentage! . . 
Lowest percentage If 


* National Industrial Conference Board, Cost qf Government in the United States , 
1927-1928, pp. 104-5, Table 45. 

f Washington, Oregon, and California, respectively, 
t Kansas and Ohio (tying), Wyoming, and Michigan, respectively. 

§ United States, arithmetic mean. 

H Alabama in all three years. 



revenues, the property tax revenues, and the ratios of the former to the 
latter, as computed by the Board, for the years 1926, 1927, and 1928. 
The Board has excluded special assessments. For this reason the fig- 
ures of collections should be lower than the figures of the Bureau of the 
Census, used in the preceding tables, if the latter could be completed 
and combined. On the other hand, the Board’s ratios of property taxes 
to total taxes should be higher. 

In Table 14 is shown the distribution of the states and the District 
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of Columbia according to the ratio of the revenues from property taxes 
to the revenues from all taxes for all local units for the years 1926, 1927, 
and 1928. The distribution curve is nearly identical for all three years, 
being somewhat skewed downward as shown by the difference of about 
5 per cent between the median and the extreme high percentages, and 
the difference of about 18 per cent between the median and the ex- 
treme low. Perhaps no significance attaches to the slightly wider 
spread between the extremes in 1928 than in 1926. It is suggestive that 
Alabama, a southern state, derived the lowest percentage of all taxes 
from property taxes in all three years. The states of the old South rely, 
for local as well as for state purposes, upon a wide variety of business 
and license taxes, to a greater extent than any other section of the 
country. 

vn. CONCLUSION 

In summarizing the preceding discussion the following conclusions, 
with respect chiefly to conditions of the year 1927, are warranted: 

1. Property taxation in'the United States is now and has practically 
always been confined to the states and local divisions. 

2. The total tax revenue for state and local purposes is placed at 
$5,723,000,000, of which $4,531,000,000 or a little less than 80 per cent 
was derived from property taxes. 1 If special assessments, based upon 
census data, were included in the totals for 1927, as for the earlier years, 
the percentage would be somewhat lower. 

3. For all the local units, excluding the states, there appears to be 
no appreciable change in the reliance upon property taxes, when the 
change is measured by the percentage of all taxes derived from property 
taxes. The National Industrial Conference Board found, as shown in 
Table 13, that all taxes for local purposes amounted to $4,367,000,000 
in 1927 ; of this sum $4,061,000,000, or nearly 93 per cent, were property 
taxes. The percentage would be lower were special assessments in- 
cluded. 

4. Of the taxes collected for state purposes, amounting in 1927 to 
$1,355,127,00°, according to the National Industrial Conference Board,* 
$470,237,000 or 34.70 per cent, consisted of property taxes. If special 

1 Cf. Table 1, supra. 

9 National Industrial Conference Board, Cost <4 Gonmment in the United States, 
1927-1928, pp. 94-95, Table 42. 
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assessments were included with total taxes and if $99,801,766 of special 
property taxes were eliminated, as has been done in Table 3, the total 
taxes and special assessments would be $1,382,000,000 with general 
property taxes only $307,434,735, or 26.8 per cent. On the latter basis, 
the reliance of the states, as such, upon property taxes declined from 
51.0 per cent in 1902 to 26.8 per cent in 1927. Income taxes, gasoline 
taxes, motor vehicle license taxes, inheritance taxes, and severance 
taxes are chiefly responsible for this decline. 

5. Turning to the counties we face a regrettable lack of current data. 
According to the census data in Table 5, the county revenues from 
taxes and special assessments rose from $160,000,000 in 1902 to $745,- 
000,000 in 1922, while the revenues from general property taxes rose 
from $143,000,000 to $687,000,000 in the same period, leaving the 
percentage from property taxes somewhat in excess of 90 per cent in all 
the years. If special assessments are excluded, the percentage derived 
from property taxes during these years will be near 95 per cent. 
Whether county property taxes have increased or decreased relatively, 
since 1922, is probably a matter of bookkeeping. If a large part of the 
revenue from motor fuel taxes and vehicle license taxes is credited to 
the counties, the percentage derived from general property taxes will 
be found to have decreased. Otherwise it will probably have increased. 
The increase, if any, cannot have been great, since the counties have 
always almost uniformly derived nearly all their revenue from taxes on 
property. 

6. The cities, especially the larger cities, have in the past few dec- 
ades become the greatest spenders of public funds in normal times of 
all governmental units; and they rely, to the extent of more than 80 
per cent of all taxes and special assessments, upon general property 
taxes. 

7. There remains for consideration a list of school districts and other 
miscellaneous units. How much they spend and how rapidly their 
expenditures are increasing is not accurately ascertainable. According 
to the census data in Table 11, they collected in taxes and special 
assessments in 1922, $980,000,000, of which $941,000,000, or about 
96 per cent, consisted of property taxes. These figures are too low, 
however, because of the failure to include all tax-levying units. 

8. The importance of the property taxes of the diverse taxing units 
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may be shown in terms of the respective shares of the national income 
which these taxes absorb. Table 15, based upon the computations of 
the National Industrial Conference Board, shows the taxes collected on 
property and from other sources of the principal groups of taxing units, 

TABLE is 


Taxes Collected by All Goveenmenxal Units, upon 
Property and Not upon Property, and Percentages 
These Were op National Income, 1927* 


Taxing Units and Bases of 
Taxes 

Taxes Collected 

Percentage of Tax 
Revenue of Each 

Amounts 

Percentage of 
National Income 

Class of Government 
Taken from Each 
Source Specified 

Federal: 

Upon property 

None 

None 

None 

Not upon property 

$3,337, °°o,ooo 

4.28 

100.0 

State: 




Upon property 

470 . 237.000 

884.890.000 

0.62 

34.7 

Not upon property 

1. 14 

65-3 

Local: 




Upon property 

4,060,866,000 

3-20 

92.8 

Not upon property 

306,397,000 

0.39 

7.2 

State and local: 




Upon property 

4 .S 3 i.io 3 ,«» 

5.82 

79.2 

Not upon property 

1,191,487,000 

1 -53 

18.8 

AH: 




Upon property 

Not upon property 

4.531.103.000 

4.328.487.000 

5.82 

50.0 

5.81 

5 «>.o 


* Based upon data of National Industrial Conference Board, Cost of Government in the United States, 
1927-1928, pp. 64-69. National income taken as $77,931,000,000 for 1927 (ibid., p. 69). 


the percentage from each source for such groups of units, and the per- 
centage of the national income taken by the taxes from each source. 
Property taxes, as here used, include special property taxes, but special 
assessments are not regarded as taxes at all. Such is the practice of the 
Board, as followed in Tables 13 and 14. 

In the following chapters, the general property tax will be discussed 
as to its suitability and propriety as a fiscal device to yield 50 per cent 
of the total tax revenue for all units of government; 34.7 per cent of all 
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state revenue, and 92.8 per cent of all local tax revenue, or 79.2 per 
cent of all state and local tax revenue, as it now does. The prevailing 
belief is that as the nation develops economically it tends to become 
improper or at least inexpedient to continue direct taxes on property 
to the same relative extent that might have been justifiable in the days 
of a simpler economic org aniz ation. As the data have shown, there is 
in the United States no tendencv to follow this belief. 



CHAPTER H 

DEVELOPMENT OF TAXATION OF GENERAL PROPERTY 

It is common to accept any current social practice as stable and 
permanent. The popular attitude toward property taxes is no excep- 
tion. The so-called uniformity and universality rule, which requires, in 
substance, all property to be taxed at a uniform valuation and a uniform 
rate, is thus often assumed to be the only natural or rational basis for 
the apportionment of the tax burden, and is expected to continue so 
indefinitely. American taxpayers have until the present decade been 
quite unaware of any different practices in other countries or in the 
United States and have been skeptical as to the applicaton of these 
practices. The post-war deflation of real estate values, the mounting 
taxes of the past decade, and the progressive concentration of property 
assessments on real property have produced a feeling on the part of 
many real estate taxpayers that a shift is necessary. There is no war- 
rant in history for this persistent assumption of unchangeableness of 
property taxation. 


I. EUROPEAN INFLUENCE 

It is not necessary to analyze in detail the European influence upon 
property taxation in the United States. Not every tax practice of 
Continental Europe was adopted here; few that were adopted have 
endured to this day. Such influence as there has been has come in- 
directly through the tax system of England. The American general 
property tax, in fact, is to a large extent, indigenous. 

A very interesting and generally overlooked fiscal device, in use in 
the American colonies until it was abolished at the time of the Revo- 
lution, was the quasi-feudal quitrent 1 Englishmen of the colonial 
period were still under the influence of the feudal doctrine that the 
actual users of land held their land under a seigneur, in this case the 

1 The principal treatise on this subject is B. W. Bond, The Quit-Rent System in the 
American Colonies. 


*9 
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Crown, on various terms, ranging from complete servitude to liberal 
socage. It was implicit in all land grants, to proprietary lords as well 
as to quasi-public corporations, that an annual sum, usually ranging 
from one shilling per hundred acres to one penny per acre, was payable 
to the Crown or the vassal of the Crown, as revenue or at least as 
token of inferior tenure of the land. Though this sum, which made the 
user quit of the claims of the seigneur, hence the name “quitrent,” was 
seldom paid in New England, and was generally evaded in all the 
colonies; yet, in some, notably Maryland, under the Calverts, and 
Virginia, it was of fiscal importance. 

The rent was administered by the British treasury. An auditor- 
general subject to treasury control was in supervising control, having 
generally a deputy in each colony. The actual collection was in charge 
of a receiver-general and deputies, who, like the auditor-general, were 
often paid on a commission basis from the quitrent revenue. Just before 
the Revolution the annual rent roll was estimated 1 at £37,500. But 
the extent to which the payment was evaded is indicated by the fact 
that the annual collections were only £19,000, most of which was 
collected in Maryland and Virginia. In Maryland in 1767 the annual 
net value was £8,383 ; 2 and in Virginia in 1771, £3,885.3 An indication 
of the extent to which the payment was evaded in New York is found 
in the fact that in 1767 the annual rent roll was £1,806, but that in that 
year payments were in arrears to the amount of £ 1 8,888. The proceeds 
were, after deduction of fixed charges for costs of collection, and, by 
royal sanction, of certain items for designated purposes, at the dis- 
posal of the Crown. Except in Virginia, where large amounts were re- 
mitted to the treasury, the proceeds were usually spent in the colony 
for purposes designated by the Crown. The proceeds of the quitrent 
were funds that could be spent by the Crown for purposes for which the 
legislatures refused to appropriate money, usually salaries of certain 
officials whose duties were not regarded favorably by the legislatures. 
In Virginia, for example, a balance of £1,983 was granted to found the 
College of William and Mary, and specified sums were awarded to the 
Virginia clergy. The colonists opposed the quitrent on the ground, 
among others, of the hardships of acquiring and improving the land, 
and refused to sanction the royal right in the land; and they specifically 

1 Ibid., p. 444. 3 Ibid., p. 446. 3 Ibid., p. 248. 
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insisted that the money should be spent at home to relieve other tax- 
payers. 

In principle, the practice of appropriating a part of the value of 
natural resources to meet the cost of public services is sound. And 
it would have been particularly auspicious to make the beginning at 
the time of the grants, when no one had acquired equities in the land. 
But it did not conform to the ideas of the grantees and settlers, who 
desired to appropriate the land values. The system had the further 
misfortune of being imposed by an outside power. In fact, it delayed 
the imposition of property taxes. There is an inverse correlation be- 
tween the use of property taxes and the use of quitrents. It was in 
New England, where quitrents were practically nonexistent, that 
property taxes developed first, while in the southern colonies the ar- 
rangement was the reverse . 1 Where, and in so far as, taxes on property 
developed, they were naturally patterned in part upon the contempo- 
rary system of property taxation in England. 

The current English system of property taxation does not attempt 
to reach all property uniformly, the local rates being based upon rental 
value of real property, and personal property not being subject to the 
rates at all. At the time, however, when the American colonies were 
adopting English institutions, the property tax liability was not con- 
fined to real property. It was not even confined to property as distinc t 
from the person of the taxpayer. Professor Cannan lucidly pictures the* 
transition, in England, of the tax base from persons to things: 

It is never things, but always persons, that pay taxes and rates, and in 
the fourteenth or even the sixteenth century the metaphor which attributes 
payment to the thing in respect to which the person is taxed had not taken 
possession of the ordinary mind as it has now. In the simplest form of rating 
there is nothing in the nature of an assessment or valuation list made up by 
a modem assessment committee. The total sum to be raised is apportioned 
directly upon the contributors as the assessors think fit or the common 
agreement decides. It seems quite clear that in the fourteenth and fifteenth 
century the accepted view* was that each inhabitant should pay according to 

1 An interesting sidelight on the primitive ideas of property taxation of colonial 
Virginia may be seen from a proposal by Governor Dinwiddle to raise £60,000 for 
defense of the colonies by a tax similar to the Virginia quitrent of two sTnllinff i per 
100 acres of land, in all the colonies (Governor Dinwiddie to Board of Trade, Febru- 
ary, 1756, Dinwiddie Papers, II, 340-42. Quoted by Bond, op. cit., p. 445). 
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his ability or substance, for in those days ability and substance meant much 
the same thing: the man who has a large income without having a large 
capital is a product of modern civilization. Something in the nature of a 
valuation list soon sprang up, not because there was as yet any idea that the 
things of which a man’s substance consists ought to be rated, but because 
the assessors wanted some kind of guide as to the relative ability or sub- 
stance of the rate payers. In a purely agricultural community, where every 
person of ability to pay is a farmer, nothing can be more natural than that 
the assessors, in forming their estimate of relative ability, should consider 
the number and quality of the acres cultivated by each and perhaps also the 
number of sheep and cattle pastured. In a town an equally obvious guide 
as to the substance of the inhabitants is afforded by the size or value of the 
houses occupied. When this has once become the settled custom, it is sup- 
posed by a natural confusion of mind that the acres and the houses are taxed, 
and any attempts to carry out the original principle of rating according to 
ability derived from every source are strenuously resisted by the parties 
interested. 1 

Accordingly, English tax laws came to specify, more or less con- 
fusingly, the extent to which the assessors were to use such external 
guides as to the taxpayers’ substance and ability. Thus the act of 1601 3 
required the overseers to raise the money required for the relief of the 
poor “by taxation of every inhabitant .... and of every occupier of 
lands, houses, tithes, impropriate or propriations of tithes, coal mines 
or salable underwoods.” This act, which is still the parliamentary basis 
of the local rates, certainly does not require all property, personal as 
well as real, to be taxed; but neither does it forbid the use of the aggre- 
gate property of the inhabitants as a guide as to their ability to pay. 
The interpretation appears to have been that “The land within each 
parish is to be taxed .... equally and indifferently, but there may be 
an addition for the personal visible ability of the parishioners within 
that parish according to good discretion . . . .” 3 This passage suggests 
that each parish could please itself about taxing parishioners in respect 
to their movables. 

* Caiman, Bistory of Local Rates in England (2d eel), pp. 22, 23. The student 
may find in the local taxes of Scotland a system of taxation, if it deserves the name 
of system, much more primitive, both in theory and administration, tha,™ were the 
contemporary colonial tax systems of British North America. Cf., e.g., S. F. Turner, 
History of Local Taxation in Scotland (1908). 

3 43 Eliz., c. 2 (quoted here from Caiman, op. cit ., p. 76). 

3 Dalton, Country Justice (quoted here from Caiman, op. cit., p. 82). 
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To rate people in respect of goods held merely for personal use, such as 
household furniture, was never usual, though, like almost every conceivable 
thing in rating, it was occasionally done Such articles would be re- 

garded as a source of expense rather than of income, and as therefore making 
the owner less rather than more able to contribute. The cattle and other 
stock of the fanner were not taken into account in rating him, simply because 
his rent was supposed to furnish sufficient evidence of his ability to pay. 
.... While in most parishes no notice was taken of anything except lands, 
houses, tithes, coal-mines, and underwoods, in a few places a system of rating 
in respect of stock-in-trade existed from the earliest establishment of pound 
rates down to the present [nineteenth] century. 1 

Efforts were, of course, made, on the one hand, to have movables 
included for rating, and, on the other, to have stock-in-trade excluded. 
But neither in Parliament nor in the courts did either proposal have 
much success. In 1840, however, Parliament excluded stock-in-trade. 
In contrast, in 1874 another act made all woods and mines ratable; 
only “coal-mines and salable woods having been included in the Act of 
1601. And so at last the poor-rate 2 came to apply to all immovable and 
to no movable property.” 3 

It is to be noted that, in addition to the developing English local 
rates, the English settlers in North America were familiar with at least 
two other taxes on property, namely, the tax on movables and the land 
tax. Both were for the national treasury and both were decadent when 
the American colonists set about to develop their tax systems. Both 
had at that time a much longer history than the local rates/ 

The “fifteenths and tenths,” considered as one tax, dates back to the 
Saladin tithe of 1188, imposed in England by Henry II, in so far as any 
tax can be said to have a definite beginning. It was, as its name indi- 
cates, an extraordinary contribution imposed for purposes of the cru- 
sades. Like the income taxes of more modem times, it soon lost its 
emergency characteristics and became a regular annual tax. Movable 
property of the time was limited in amount and Variety, so that the 
tax fell on cattle and crops outside of towns and on stock-in-trade and 
chattels within towns. The original Saladin tithe was levied at the 

* Carman, op. cit., pp. 85, 87. 

2 Which is the name for practically all local taxes. 

3 Caiman, op. cit p. 101. 

« Stephen Dowell, History of Taxation and Taxes in England, 4 vols. 
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rate of one-tenth of the value of all movables, including rents, except 
in case of those participating in the crusade, and with certain property 
of the knights and the clergy exempted. The early levies varied from a 
fortieth to a tenth. After 1334, the date of the “permanent settlement,” 
they remained at one-fifteenth for the counties, and one-tenth for the 
towns and tenants of the demesne outside of towns. The permanent 
settlement of 1334 fixed the amount of one levy of the “fifteenths and 
tenths” at £39,000, and also fixed the apportionment of that sum 
among the various units contributing. The tax was no longer propor- 
tional to the value of movables of the different towns, for some towns 
decayed while others grew, but the quota of each remained unchanged. 
In later years when money was more plentiful, several “fifteenths and 
tenths” were levied at the same time, so that the £39,000 of the perma- 
nent settlement, or so much of it as was collected, did not necessarily 
represent a year’s contribution. Thus, in 1601, eight “fifteenths and 
tenths” were granted at one time. This tax on movables, in the form of 
a fixed sum charged against each district, endured for nearly three hun- 
dred years, after which it disappeared or was merged with the land tax. 
“So loose was the practice in assessment for these taxes that a perusal 
of the various writs for the assessment and collection is like reading a 
programme for the course of a procession which went another way.” 1 

The English land tax, as it was known to American colonists, began 
earlier and lasted longer than the tax on movables. Taxes upon land 
existed in early England in various forms, some even preceding the 
Norman conquest. Danegeld, originally an emergency contribution as 
a bribe to the vikings, became a regular levy, as a tax on each hide of 
land of 100 acres, but appears to have been levied for the last time in 
1163. The carucage, a tax on each carucate, as much land as a “plough 
could plough in the year,” developed, but seems to have disappeared 
after 1224. The scutage or shield money was a payment in commuta- 
tion of the forty days of military duty which each knig ht owed the king 
for wars on the Continent, and was levied on the knig ht’s fee, an area 
of land equal to twelve carucates. Supplementing the scutage, was the 
tallage which appears to have developed from the ancient ferm or rent 
on the king’s demesne. All of these contributions, though conveniently 
called taxes, were feudal in nature, being paid in composition for serv- 

1 Ibid., m, 76. 
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ices or rents, which were the original conditions upon which the tenants 
held land under the king. 1 

Exactly when these feudal exactions ceased is not known, but they 
were later merged with another fiscal device called the subsidy. A sub- 
sidy was a parliamentary grant to the king; it usually included the 
proceeds from several taxes, including the “fifteenths and tenths.” It 
was customary to grant only one “subsidy” and two “fifteenths and 
tenths” at the time. Even before 1334 the tax on movables had ceased 
to be proportional to the movable property of the various towns and 
counties; and a supplementary or equalizing device was needed. The 
Tudor subsidy, affecting both movables and land, was 2 s.Sd. in the 
pound for movables and 45. on the yearly value of profits from land. 
The highest recorded yield of a subsidy was £120,000, but usually it 
was much less. Until the time of the English civil war the subsidies 
were collected annually or semiannually. They were then changed into 
“monthly assessments” and the apparently inevitable tendency to 
apportion the total sum to be raised in quotas set in not only among 
the major divisions of England, Wales, Scotland and Ireland, but also 
among the towns and counties. The Taxing Act of 1656 exemplifies 
this practice. In 1692, however, Parliament, in the interest of a fair 
apportionment of the tax contributions, returned to a “pound rate.” 
The tax was upon all real estate, offices, and personal property. But 
personal property gradually slipped from the list, although the tax on 
returns from offices lingered on till 1876. The “figment of a tax” on 
personal property was kept alive until 1833, when it was repealed. The 
national tax on land itself became in 1798 a redeemable rent charge; 
and the tax was, for the most part, purchased by the landowners, 
though in some parishes dwindling amounts still unredeemed con- 
tinued to be collected.® Thus ended ingloriously the English attempt 
to tax general property for national purposes. 

Three outstanding features of this mode of taxation are of interest, 
however, to the student of the general property tax. First, the ten- 
dency of Parliament to apportion the revenue to be raised in lump sums 
among the various divisions and subdivisions of the country. To a large 
extent, the provinces, counties, and towns, and to some extent the 
different classes of nobility, clergy, and merchants, to say nothing of 

1 Ibid., Ill, 73, 74. 3 Ibid., especially m, 73-102. 
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the yeomanry, must have been the units for the treasury to deal with 
rather than the individual. With the development of democracy and 
constitutional government, the British government as well as the 
American states have come to deal more directly with the individual 
taxpayers. But it was the practice in the American colonies, especially 
in New England, to apportion the colonial revenue to the towns, leav- 
ing them to raise the required amounts as they saw fit. 

Second, the inclusion of not only real property and movables but 
also of rents and returns from offices in the tax base. Here is at least a 
temporal antecedent of, if not an effective precedent for, the American 
colonial faculty tax. In the United Kingdom, and to a lesser extent in 
the United States, this element of taxable capacity, not closely related 
to the use of property, is reached through an income tax. 

Third, the dwindling relative importance of personal property in the 
composite tax base. Thus, in the latter part of the eighteenth century 
the yield from personal property and offices was only £150,000, in a 
total revenue that must have been at least ten times as great. 1 If, dur- 
ing this period, when personal property was a relatively simple con- 
cept, with such administrative procedure as the English people would 
tolerate it was impossible to reach more than a small part of all mov- 
able property and returns from offices, there is at least a presumption 
that it will not be possible for the American states to tax adequately 
the vastly more varied conglomerate of personal property included in 
their concept of general property, through such assessment procedure 
as American property-owners will tolerate. 

n. DEVELOPMENT IN AMERICA 

Property taxation, as it now occurs in the United States, probably 
never existed in Europe, and certainly did not prevail in England when 
the colonial settlers transplanted her tax system to the new world. And 
in this country it has since undergone a long process of development. 
Historical research, still partial and incomplete, has established that 
property in the colonies was originally supplementary, as a tax base, 
to the poll and to an ill-defined income-earning capacity of certain 
persons, usually called “faculty,” and that this composite tax was at 
first often less important fiscally than other taxes. Also, property taxes 

1 Ibid., p. 101. 
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were frequently imposed only upon selected types of property, the list 
of which was gradually extended. Often these types of property were 
taxed according to more or less arbitrary schedules of statutory values, 
and with different rates applicable to various types of property. 

A. THE COLONIAL PERIOD 

The financial history of the thirteen original states has been writ- 
ten more or less adequately. The New England States have, on the 
whole, been much more carefully studied than the rest of the coun- 
try. Excepting Virginia and North Carolina, only incomplete sur- 
veys of varying quality are available for other sections. It will be 
best briefly to consider first the colonies about whose taxation sys- 
tems most is known. 

1. Massachusetts . — In early colonial Massachusetts there was a 
strong “tendency to merely reproduce upon the new soil the institu- 
tions of the mother country .... ,” z a tendency to which there were 
probably fewer exceptions in Massachusetts than anywhere else. It is 
not clear what was the basis of the early contributions in Massachu- 
setts, but, in 1634, the General Court provided that “in all rates and 
public charges the town shall have respect to levy every man according 
to his estate, and with consideration to all other his abilities whatso- 
ever, and not “according to the number of his persons.” 2 An order of 
1636 “explained” the above, saying that “all men” were “to be rated 
in all rates according to their whole ability wheresoever it lyes.” 3 In 
1646 this composite tax, hitherto irregular and occasional, was made 
annual. It was on a miscellaneous basis. The tax was twenty pence 
on all males over sixteen years of age; with additional amounts on 
artificers, laborers, and others, according to their earnings; plus one 
penny on the pound of property A This basis, in substance, was con- 
tinued by the province and by the state. The tax on property still 
applied only to such types as the legislature included in the list. 

2. New Hampshire . — From 1641 to 1680 New Hampshire was united 
with Massachusetts, and had, therefore, the same system of taxation. 
There was the same triple index of ability to pay as the basis of the tax, 

1 C. H. J. Douglas, Financial History of Massachusetts, p. 16. 

*Ibid n p. 18. 3 Ibid p* i&. 

4 C. J. Bullock, The Finances of Massachusetts, p. 2. 
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namely, polls, selected types of property, and “faculty.” It was the 
established practice to tax only such items of property as were desig- 
nated in the tax laws at a statutory valuation for each parcel as speci- 
fied in the successive revenue acts. The inventories, as provided in the 
acts of 1680 and 1742, are given in the table. 


TAX SCHEDULES IN NEW HAMPSHIRE* 


Object 

Valuation 1680 

Valuation 174a 

A. Polls: 

Males over sixteen 

18 pounds 

18 pounds 

B. Property: 

Land (within fence, meadows or 
marsh, mowable) 

5 shillings per acre 

10 shillings per acre 

Oxen, four years old and over. . 

3 pounds 

3 pounds 

Steers, cows, and heifers: 

Three years old 

40 shillings 

30-40 shillings 

Two years old 

25 shillings 

20 shillings 

Yearlings 

10 shillings 

10 shillings 

Horses, three years and over. . . 

20 shillings 

3 pounds 

Swine, one year and over 

10 shillings 

10 shillings 

Sheep, one year and over 

Double houses (two stories) 

5 shillings 

exempt 

not listed 

40 shillings 

Single houses (one story) 

not listed 

10 shillings 


* M. H. Robinson, A History of Taxation in New Hampshire , pp. 24-34. 


An omnibus clause provided for the taxation of other property not 
so immediately connected with land and with farming: “All ships, 
ketches, barques, boats and vessels whatsoever shall be ratable, as also 
all dwelling houses, wharfs, mills, and all handy craftsmen, as carpen- 
ters, masons, joiners, shoemakers, taylors, tanners, curriers, butchers, 
bakers or any other artificers, victuallers, merchants, and innkeepers 
shall be rated by estimation.” 1 

Only the more common types of property were included in the list of 
taxables. Live stock less than one year old, farming implements, farm 
products, household furniture, books, plate, and jewelry, together 
with articles of personal wear, were not taxed. Lands not improved, or 
not fenced, or not plowable, mowable, or tillable were frequently 
omitted. Proprietors* rights often paid special taxes. 

The items of property included were valued at uniform amounts 
determined in the acts themselves. These amounts were changed from 

1 Robinson, A History of Taxation in New Hampshire , p. 26. 
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time to time, as shown in the schedules above. Thus, in the 1680 in- 
ventory, lands were valued at five shillings per acre, but this figure was 
raised to ten shillings in 1742, and was fixed at still other amounts at 
other times. As time went on and new types of property became im- 
portant, they were included, while other types were dropped. Thus 
sheep were excluded “for encouragement” in 1742. 

This method of valuation is convenient, and, so long as most prop- 
erty remained alike, and with all units equally valuable, it worked quite 
satisfactorily. But there were, from the beginning, types of property 
that could not readily be valued in this manner. Various attempts were 
made from time to time to retain or contrive some statutory index of 
the taxable value of property. For example, houses, warehouses, and 
other buildings were at one time to be rated “so as they are not esti- 
mated at more than one-twelfth part of their net yearly income.” 1 

There was a great deal of local variation, either sanctioned by special 
acts or without any legal sanction, often in violation of law. Except 
during the first year or two, the provincial tax on the inventory 2 was 
not levied in the form of a rate of so much per pound of the list, but in 
a lump sum on each town, which sum was then added to and raised in 
the same way as the amount locally required. Therefore, so long as the 
required amount from the town treasurer was properly certified to the 
provincial treasurer, the provincial authorities cared little to dictate 
a procedure to town officials for raising local as well as state taxes. 

In 1728, meadow and marsh land was valued at six shillings per acre 
throughout the province, except at Kingston and Londonderry, where 
the figure was five shillings. In the same year the “trades” of Ports- 
mouth were to be set in the list at £1000; Dover, at £200; Exeter, at 
£22; Hampton Falls, £50; Kingston, £20; and Derry, £5. 3 As nearly 
as could be determined by the legislatures, these figures corresponded 
to the opportunities for gain from trades in the respective towns. 

In time, certain changes developed. Poll taxes became less and less 
important. The so-called faculty basis was also abandoned in this state 
as in the others. In 1789, the notion of income as an underlying basis 
was definitely abandoned, and the taxation of “every person according 

1 Robinson, op. tit., p. 40. 

a Which was the current equivalent of the modem “assessed valuation.” 

3 Robinson, op. tit., p. 33. 
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to his estate” was substituted. Finally, in 1833, the legislature perma- 
nently abandoned the practice of prescribing statuory values for any 
class of property. Henceforth all property was to be valued according 
to its true value in money. 1 

3. Connecticut . — The Connecticut system of taxation resembled 
that of Massachusetts and those of the other New England colonies. 
Apparently the first colonial tax in Connecticut was imposed in 1637; 
it consisted of an amount of £620, principally levied at the rate of 25s. 
on each £100 of investments in the Joint-stock Association of Adven- 
turers, 2 there being then little or no other propert}' that might be used 
as the basis of taxation. In 1639, however, the lands of the colony 
were divided, and became private property so far as to be usable as a 
basis for taxes. 

Prior to 1650 the general practice was extremely simple. “When- 
ever the General Court agreed upon a sum to be levied upon the towns 
for the management of the affairs of the colony, a committee was 
appointed, composed of an equal number from each town, who de- 
termined what proportion of the assessment each should pay.” 3 But 
such a direct process of apportionment soon became inadequate, for 
there appears to have been no definite basis upon which the quota of 
each town should be apportioned among the individuals therein, except 
that lands seem even then to have been classified and made taxable 
roughly according to their probable income-producing capacity. Con- 
sequently, about 1650, following a careful study of the Massachusetts 
system, the “grand list” 4 superseded the older practice. 

The list of taxable estates included various classes of property, but 
only certain types specified in the statute were taxed. It was the 
original practice, where possible, to value each item or class specifically 
in the law. Lands, independently of the improvements on them, were 
at an early date quite elaborately classified, apparently more so than 
was the case in Vermont and New Hampshire, owing doubtless to the 

*Ibid p. 86. 

9 F. R. Jones, History of Taxation in Connecticut , pp. 12-14. 

3 Ibid., p. 28. For example, one tax of £100 was apportioned as follows: Hart- 
ford, £43; Windsor, £28 6s. Sd.; Weathersfield, £28 13s. 4 i. 

4 Which was the then current Connecticut, and still is the Vermont, equivalent 
of what is generally designated as the tax roll. 
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earlier industrial development, and the consequent wider spread in 
their values. More elaborately and definitely than elsewhere was prob- 
able income from land made the basis of tax liability. “Lands, as 
distinguished from buildings, were put in the list at a fixed rate for each 
kind prescribed by statute; not because those sums were deemed to be 
the value of the lands, but because they were thought to represent 
the average income they would produce. 5 ’ 1 

Another variable feature in the personal parts of the grand list refer- 
ring to persons resulted from the classification of trades, profes- 
sions, and occupations, which were listed and subject to the tax on 
“faculty” or presumptive income. 

The Connecticut Code of Laws made provision for that class of laborers 
who, by the advantage of their trades, were better able to contribute to the 
expenses of the government than common laborers. They were rated accord- 
ing to their gains just as other men were for the probable income of their 

estates The compass of the tax gradually grew larger In 1737 

attomeys-at-law were listed for their faculty— -the least practitioners at £50 
and others in proportion to their practice. 2 

The amounts at which each class was to be rated came to be specified 
in much detail in the law. 

4. Vermont . — For only one other of the original* New England col- 
onies, namely, Vermont, is information about its early tax system con- 
veniently available. Revenue to meet the limited public expenditures 
of the colonial days, which for Vermont were the period of settlement 
and of the frontier, were raised chiefly on the basis of proprietors’ 
rights to land. The colonial and county quotas were apportioned in 
specific amounts among the towns, and each town was practically free 
to levy its amount, together with its own requirements, according to 
its preference. There was no ironclad tax rule in the basic law. The 
constitution of 1777, 3 like the Pennsylvania constitution of 1776, 4 
provided that “every member of society has a right to be protected in 
the enjoyment of life, liberty and property, and therefore is bound to 
contribute his proportion towards the expense of that protection . . . 

1 Report of Special Tax Commission of Connecticut^ 1887, pp. 9-10 (quoted here 
from Jones, op. cit . ., p. 16). 

2 Jones, op. cit *, pp. 25-26. 

3 Art ix. 4 Art viiL 
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Even this extremely general provision disappeared nine years later in 
the constitution of 1786, and no such rigid constitutional requirement 
governing taxation has since appeared in Vermont. Independently of 
any constitutional requirement, a system of property taxation de- 
veloped from statutory enactments. 

5. Virginia and the South . — Virginia, though among the first colonies 
settled in the South, was much slower than Massachusetts to develop 
property taxation. The earliest contributions were on a poll tax basis, 
and were paid in tobacco. Landowners controlled the assembly so that 
land was not taxed until 1645, an< 3 then 01 *Iy for three or four years, 
as a war measure. The germ of property taxation appeared earlier, in 
1631, when, in the absence of the payment of the poll tax, the estates 
of those who had left the community or had died were made to con- 
tribute. Later it was argued that the assessments should be in some 
measure according to men’s abilities and estates “augmented onto the 
wealthier sort by the number of milk kind, and by ... . relief to the 
poorer sort.” 1 2 Cattle and slaves rather than land constituted the most 
important class of taxable property. In 1 645 an act recited that “where- 
as the ancient and usual taxing of people of this colony by the pole 
equally, hath been found inconvenient, and is become unsupportable 
for the poorer sorte to beare, that (hereafter) all publique levies and 
county levies be raised by equall proportions out of the visible estates 
in the colony. The conformity of the proportions to be as followeth, 
vizt:”* 

TAX SCHEDULE OF VIRGINIA, 1645 


100 acres of land at 4 lbs. tobacco 

1 cow, three years old 4 lbs. tobacco 

Horses, mares, gddings, each 32 lbs. tobacco 

A breeding sheep 4 lbs. tobacco 

A breeding goat 2 lbs. tobacco 

A tithable person 20 lbs. tobacco 


This special property tax, a war measure, was a concession to the 
poorer classes, wrung from the reluctant landholders. It was abolished 
in 1648. Thereafter, until 1755, when the French and Indian wars com- 

1 W. Z. Ripley, The Financial History of Virginia , pp. 21-22. 

2 Ibid., p. 25. 
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pelled extraordinary measures, the poll tax was almost the sole source 
of the colonial revenue. This tax was not favored by any class. The 
landowners wanted customs and excises while the trading classes and 
small landowners wanted a tax on land. In the resulting deadlock the 
poll tax continued. In 1755 a land tax of is,$d. on each 100 acres, to 
last for three years, was imposed after all other expedients of loans, 
lotteries, and customs had failed. It rose to 3s. in 1757, fell again to 
1 s.^d. in 1762, and was repealed in 1768 as soon as the emergency had 
passed. The emergency of the Revolutionary War necessitated prop- 
erty taxation in Virginia. But it developed much more slowly there 
than in New England, and it was not until 1850 that universal and 
uniform taxes on property were required by the constitution of that 
state. 

In North Carolina, except for a tax on land at the rate of 2.55-. per 
100 acres from 1715 to 1720, and at one-half of that rate for two years 
afterwards, there was no property tax for either colonial or local pur- 
poses. 1 Poll taxes were levied after 1715 for colonial purposes at rates 
varying from 35. in 1740 to i6s.6d. in 1760. They were levied on all 
white males over eighteen years of age and on all slaves over sixteen. 
In a sense the poll tax was a property tax on the plantation slave own- 
ers; but it was not as heavy as a tax on land would have been. As the 
settlements of whites, other than the gentry, increased, the poll tax 
became intolerable to the small white landowners of the west. The poll 
tax was also used almost exclusively for local town, county, and parish 
purposes, being collected by the sheriff on a commission basis. Until 
the Mecklenburg Independence declaration the church was tax-sup- 
ported as was the town. 

The first revenue to be used was the quitrent. Though it was a 
revenue belonging to the Crown, there is no record of any rent money 
collected in North Carolina being spent outside of the colony. As early 
as 1735 the collections from this source were reported at £1,182* While 
the collections varied widely from year to year, and the evasion was 
conspicuous, 3 this tax was yet fiscally important in the early years. 

1 Coralie Parker, The History of Taxation in North Carolina during the Colonial 
Period , pp. 97-124. 

a Bond, op. cit.j pp. 300 ff. 

3 In 1774 the rent roll was between £7,000 and £8,000 but the collection only 
£1,417 (ibid., p. 300). 
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There were also export duties on tobacco and hides, 1 import duties on 
liquors and rice, a a tax on law suits, and a fairly productive list of 
license taxes or fees. 3 It was not until the Revolutionary War required 
expenditures too heavy to be met from the miscellaneous taxes men- 
tioned above that general property was made taxable. 

In the other southern colonies the growth of property taxation 
was even slower. Maryland imposed a temporary land tax in 1756. 
Poll taxes were so heavily used that they became obnoxious to the ex- 
tent that the following provision was inserted into the Declaration of 
Rights: “The levying of taxes by poll is grievous and oppressive and 
ought to be abolished.” 4 After the inauguration of the state govern- 
ment in 1777 a property tax was imposed, which, although it soon 
became the mainstay of local taxation, was irregularly used by the 
state. In the first constitution of this state there appears for the first 
time the clause requiring universal and uniform property taxation: 
“ . . . . but every person in the State ought to contribute his propor- 
tion of public taxes, .... according to his actual worth in real or per- 
sonal property within the State.” 5 

6. The middle colonies . — In the middle colonies property taxation 
appeared earlier than in the South but later than in New England. 
The Dutch settlers of New Amsterdam were, at first, chiefly traders; 
for them excises are generally better adapted. In 1654, it was proposed 
to impose percentage taxes on real estate and milch cows or draft oxen, 
but this aroused “great indignation” and was apparently unsuccessful. 6 
Four years later, however, there was imposed a tax of 6^ per cent (the 
fifteenth penny) on vacant lots until built upon. 

There developed, however, in Long Island, where the English in- 
fluence dominated, a system of local property taxation. When the 
English obtained possession of this territory in 1664 there was no 
attempt to coerce the local taxing bodies. Consequently property 
taxation developed slowly. In 1674, a tax was levied on the estates of 
the wealthiest and most affluent citizens, 1,000 guilders ($400) being 

* Parker, op. cit pp. 72 ff. 

* Ibid., pp. 86 if. < Art. xiii. 

3 Ibid., pp. 127 ff. s Ibid., amended to permit classification in 1914. 

6 J. C. Schwab, History of the New York Property Tax , “Publications American 
Economic Association,” V, No. 5, 23, 24. 
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exempted. Arbitrarily levied and poorly administered, it had a good 
deal of the voluntary character present in the earlier property taxes. 
This is even better shown by a “loan” 1 of the same year, which was not 
intended to be repaid. Property taxation in New York may be said to 
have begun in 1683, when the assembly provided for its administration. 

In Pennsylvania, Delaware, and New Jersey the development was 
also slow. The description by Oliver Wolcott of the direct taxes of the 
states will, with variations in degree, fit the system of most of the states: 

No objects of taxation are defined or prescribed Legislatures de- 

termine the quotas of the towns, which last are appointed to individuals by 
assessors; no provision has been made for a disclosure of the property owned 
by individuals; of course, all assessments by the legislatures, by the super- 
visors and assessors are determined by a discretionary estimate of the collec- 
tions and relative wealth of corporations and individuals. 2 

In this inchoate condition was the institution of property taxation 
when the Revolutionary War began. It could not have borne a very 
close resemblance to the general property tax as it existed about half a 
century later. 

B. CONSTITUTIONAL UNIFORMITY REQUIREMENTS SINCE THE REVOLUTION 

The monopolization of customs duties by the federal government 
forced the states in the direction of property taxation. Increasing 
public expenditures, more than any other factor, led to an expanding 
tax base, shortly to include all property. The constitutional provisions 
requiring uniformity and universality are mandatory. Power to tax 
all property uniformly, in the absence of constitutional prohibition, 
rests in the legislature. Statutory universality and uniformity did, in 
fact, generally precede the constitutional provisions. Sometimes, as in 
Illinois, statutory establishment of the general property tax did not 
occur until many years after the adoption of the constitutional uni- 
formity requirement. The Illinois ' constitution of 1818 contains the 
uniformity rule substantially as it is today. The general property tax 
was not established in Illinois by statute until the law of 1839 swept 
away the old statutory classifications.^ But the statutory legislation 
dealing with the unifonrdty rule of property taxation is too long and 

1 Ibid., pp. 39, 40. 2 Report on Direct Taxes , 1796. 

a Cf. R. M. Haig, Bistory of the General Property Tax m Illinois , pp. 38, 78. 
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involved to be given here. Besides, far greater current interest attaches 
to the constitutional provisions. The movement has now, since about 
i860, swung in the other direction — away from universality and uni- 
formity; and this movement is distinctly hampered by the rigid provi- 
sions of the fundamental law. 

There were, strictly speaking, no constitutions prior to 1776. 

Colonial charters were usually brief, and little space was given to the sub- 
ject of taxation. The charters were not drawn up by the delegates of the 
people to serve as restrictions on their representatives; they were grants of 
power by those in authority in England to the people of the provinces. The 
provisions governing taxation, when they were included in the charters, 
usually aimed to obtain equality and equal distribution of the tax burden 
between the different towns and assessment districts, and forbade the raising 
of any revenue unless the tax were levied according to law. 1 

There were, of course, numerous statutes designed to effect justice 
among individual tax-payers, but they did not assume the form of 
rules requiring universal and uniform property taxation. 

1. Before 1800 . 2 — The transition from the colonial status to state- 
hood caused only negligible changes in the direction of constitutional 
provisions for universal and uniform property taxation. Ten states 3 
adopted new or amended old constitutions, some of them three times, 
with no reference to property taxation. The constitution of Vermont, 
adopted in 1777, required every person to bear “his proportion toward 
the expense” of the protection given by the state. Pennsylvania also 
adopted this provision; but both states soon abandoned it. 4 Massa- 
chusetts, in 1780, and New Hampshire, in 1792, similarly required each 
person to contribute “his share”; and in both of these states this pro- 

1 R. A. Campbell, History of Constitutional Provisions, Proceedings of the Na- 
tional Tax Association, 1908 , p. 562. Hereafter referred to as “Proceedings.” 

* The source used in the following treatment of the constitutional changes affect- 
ing taxation is Francis N. Thorpe, Federal and State Constitutions , Charters and Other 
Organic Laws , 1492-1908. 

s Delaware, 1776 and 179a; Georgia, 1777, 1789, and 1798; Kentucky, 1799; New 
Hampshire, 1776 and 1784; New Jersey, 1776; New York, 1777; North Carolina, 
1776; Pennsylvania, 1790 (constitution of 1778 referred to above); South Carolina, 
1776, 1778, and 1790; Vermont, 1786 and 1793 (constitution of 1777 referred to 
above). 

* Vermont in 1786, Pennsylvania in 1790. 
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vision is law to this day. In neither case does the constitution specify 
how the share of each person shall be determined. 

In one case only, that of the Tennessee constitution of 1796, is there 
even an apparent requirement of universality and of uniformity. “All 
lands liable to taxation .... shall be taxed equal and uniform, in such 
mann er that no one hundred acres shall be taxed higher than another 
except town lots which shall not be taxed higher than 200 acres of land 
each.” 1 This provision seems clearly to require uniformity with respect 
to the area rather than the value, a species of uniformity that would be 
ridiculous in property taxation today. “The main idea running through 
the constitutions of this period (1776-96) seems to be that taxes should 
not be laid or levied without the consent of the people or their repre- 
sentatives in the legislature.” 2 

2. From 1800 to 1820 . — During the first twenty years of the nine- 
teenth century the movement for constitutional universality and uni- 
formity requirements gathered but little momentum. Five new con- 
stitutionis were adopted; 3 none had such a provision. Four others made 
more or less specific requirements, as follows: Alabama (1819) simpli- 
fied and improved the Tennessee provision of 1796, namely, so that 
“all lands liable to taxation in this state, shall be taxed in proportion to 
their value.” 4 In the same year this was also substantially provided in 
Maine but extended to cover personalty 5 as well. Briefer, but equally 
specific and more comprehensive, was the Missouri constitution of 1820 
which required “all property subject to taxation to be taxed in propor- 
tion to its value.” 6 The Illinois constitution of 1818 shows evidence of 
considerable ingenuity in its phraseology. “The mode of levying a tax 
shall be by valuation so that every person shall pay a tax in proportion 
to the value of the property he or she has in his or her possession.” 7 

1 Sec. 26. 3 Campbell, op. cit., p. 564. 

3 Ohio, 1802; Louisiana, 1812; Indiana, 1816; Mississippi, 1817; Connecticut, 

1818. 

* Sec. 8. 

5 “All taxes upon real and personal estate, assessed by authority of this state, 
shall be apportioned and assessed equally, according to the just value thereof” (Art. 
vi, sec. 7) , The word “apportioned” refers to the apportionment of the state tax in a 
lump sum in quotas among the towns. 

6 Sec, 19. 7 Sec. 20. 
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The requirements of universality and uniformity are dear and un- 
escapable. 

3. From 1820 to 1840 . — There was even less of constitutional modi- 

fication, with respect to taxation, during the following twenty years. 
Eight states adopted constitutions, as follows: Virginia (1830) and 
Michigan (1835) set up no requirements respecting taxation in their 
first constitutions. Two others, Delaware (1831) and Mississippi (1832), 
approved their second constitutions with no requirement relating specifi- 
cally to taxation. The same is true of the third constitution of Pennsyl- 
vania (1838). The new Florida (1838) constitution contained a broad 
provision to the effect that “the general assembly shall devise and adopt 
a system of revenue, having regard to an equal and uniform mode of 
taxation, to be general throughout the state.” 1 Tennessee, in her 
second constitution, modified and expanded her tax provisions to the 
effect that “all lands liable to taxation .... town-lots, bank-stock, 
slaves, .... and such other property as the legislature may .... 
deem expedient, shall be taxable. All property shall be taxed accord- 
ing to its value; No one species of property, from which a tax 

may be collected shall be taxed higher than any other species of prop- 
erty of equal value.” 2 In spite of this awkward and tautological phrase- 
ology, uniformity might be, but universality was clearly not, required; 
for it was not mandatory upon the legislature to declare all property 
taxable. The Arkansas constitution of 1836 3 was evidently patterned 
upon the second Tennessee constitution, but was somewhat briefer and 
clearer. 

4. From 1840 to i860 . — From 1841 to i860 there was lively action 
in the making of state constitutions, twenty constitutions being adopt- 
ed by eighteen states.-* The tendency toward universality and uniform- 
ity was also stronger than formerly. Three states 5 accepted their second 

1 Art. viii, sec. 1. a Sec. 28. 

3 Sec. 2, “All property subject .to taxation, shall be taxed according to its value 

that value to be ascertained in such maimer as the general assembly shall 

direct; making the same equal and uniform throughout the State. No one species of 
property, from which a tax may be collected, shall be taxed higher than another 
species of equal value.” 

4 Not counting the three documents of Kansas of 1 855, 1857, and 1858 that failed 
to become law. 

s New Jersey, 1844; New York, 1846; and Kentucky, 1850. 
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constitution without either requirement. Iowa (1846 and 1857) adopt- 
ed two constitutions, neither containing any reference to taxation. 
Three others, Illinois (1848), Indiana (1851), and Maryland (1851), 
made no changes in the provision concerning property taxation. 

Eight states previously without the uniformity rule enacted that 
provision; in 1845 Louisiana (second constitution) provided “that taxa- 
tion shall be equal and uniform throughout this state. All property on 
which taxes may be levied in this state shall be taxed in proportion to 
its value.” 1 Later in the same year, Texas included this provision in her 
first constitution. Louisiana also adopted the additional provision, 
following the i834Tennessee constitution, that no onespedes of proper- 
ty shall be taxed higher than any other. With minor variations in 
phraseology, California (1849), Virginia (1850),* Oregon (1851), and 
Kansas (1859) incorporated the same provision requiring uniformity. 
Ohio (1851) required the passage of laws taxing by a uniform rule “all 
real and personal property, according to its true value in money.” 3 
The first constitution of Minnesota (1857) required that “all taxes to 
be raised in this state shall be as nearly equal as may be, and all prop- 
erty on which taxes are to be levied shall have a cash valuation and be 
equalized and uniform throughout the state,” 4 

Five other states did not clearly establish the uniformity rule. 
Rhode Island (1842) established the rule that “the general assembly 
shall from time to time provide for making new valuations of property 
for the assessment of taxes in such manner as they may deem best.” 5 
Wisconsin (1848) in her first constitution, which is still effective, pro- 
vided that “the rule of taxation shall be uniform and taxes shall be 
levied upon such property as the legislature shall prescribe.’* Here 
universality is not required, but uniformity appears to be, on such 
property as is selected for taxation. The second Michigan constitution 
(1850), still in force, requires the legislature to “provide a uniform rule 
of taxation, except on property paying specific taxes, and taxes shall 
be levied on such property as shall be prescribed by law.” 7 

5. From j86o to 1880 . — Even more vigorous and kaleidoscopic was 
the activity in changing governments and constitutions during the 
x Art cxxviL This was repeated in the constitution of 1852. 

* Not including slaves. 3 Art iv, sec. 15. 

* Art adi, sec. 1. 6 Sec. r. 

4 Sec. 1. 7 Sec. 2. 
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period from i860 to 1880. At least twenty-one states changed their 
fundamental law, some as often as three times, there being at least 
forty-one major changes in all. But the changes of this period are for 
the present purpose less significant than those of the previous periods. 
They were chiefly in the southern states and were caused by political 
upheavals of the Civil War and reconstruction period. Already having 
the universality and uniformity rules, each state successively adopted 
new constitutions; but in no case did any significant change take place 
in the content of the tax rule. West Virginia (1863) included in her 
first constitution the two familiar provisions requiring uniformity, one 
positive, to the effect that taxation “shall be equal and uniform,” the 
other negative, forbidding taxation of one species of property at a rate 
higher than that on another species of equal value, and made no change 
in the second constitution (1872). Virginia (1864) made no change in 
her second constitution, and, in the third (1870), added the negative 
clause, as if to make trebly sure of the uniformity rule. Maryland 
(1864 and 1867) first abolished, then reinstated, its general and original 
uniformity rule. Tennessee (1870) retained her complex rule, and 
Illinois in the same year expanded her rule to include corporations. 

The new state of Nevada swung into line (1864), requiring the legis- 
lature to “provide by law for a uniform and equal rate of assessment 
and taxation — excepting mines and mining claims, the proceeds of 
which alone shall be taxed.” 1 The first constitution of Nebraska (1867) 
did not contain a uniformity clause, but the second (1875) adopted the 
Illinois rule almost verbatim. In the third constitutions of Mississippi 
(1868) and New Jersey (1875) the rule appears for the first time. In 
Georgia, the fourth constitution (1868) did not, but the fifth (1877) 
did, require uniformity. North Carolina introduced the uniformity 
rule in her second constitution (1868) and retained it unaltered in the 
third (1876). The same applies to the fourth (1865) and the fifth (1868) 
constitutions of South Carolina. 

Four states deserve special mention because their action indicates 
a reversal of the hitherto unbroken tendency toward uniformity. The 
Pennsylvania document of 1873 offers the clearest case. Article VIII, 
section 1 reads: “All taxes shall be uniform upon the same class of 
subjects within the territorial limits of the authority levying the tax.” 

1 Art k, sea a. 
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This is the earliest instance 1 of specific constitutional permission to 
classify property, and to tax each class differently. Colorado, in her 
first constitution, adopted a similar provision in 1876. 2 The same pro- 
vision occurs also in the third constitution of Missouri, but is negatived 
by the following section, 3 * requiring that “all property subject to taxa- 
tion shall be taxed in proportion to its value.” These contradictory 
provisions have been judicially interpreted to mean that the legislature 
may classify property for taxation according to section 2, but that 
section 3 requires all property to be put into one class. In these three 
states the rule of classification, such as it is, is still law. In California 
(1879) the general uniformity rule disappeared, only to reappear in 
1900. 

6. From 1880 to igoo . — The last twenty years of the century show 
few changes in constitutions except among new states. Of the thirteen 
states adopting new constitutions, seven* were newly admitted. Six 
new states adopted the uniformity rule, 5 and only one, Idaho, provided 
uncertainly for classification. The latter state 6 adopted the Illinois 
uniformity rule, “Except as in this article hereinafter otherwise pro- 
vided,” and then added the Pennsylvania classification clause. Ken- 
tucky (1890) also adopted the Pennsylvania classification clause 7 but, 
like Missouri, partly negatived it by requiring all property to be 
“assessed .... at its fair cash value.” Florida (1885) and Louisiana 

1 Except the Nevada provision of 1864 requiring the proceeds of mines alone to 
be taxed. 

2 Art. x, sec. 3. The Colorado provision is construed, however, as not permitting 
classification. 

« Art. x, secs. 3 and 4. 

* Idaho, 1889; Montana, 1889; North Dakota, 1889; South Dakota, 1889; Wash- 
ington, 1889; Wyoming, 1890; and Utah, 1895. Utah permitted classification in 
1930. 

* The provision in Wyoming, “All taxation shall be equal and uniform” (sec. 29), 
is quite general. That state also subjected the gross proceeds of mines to a tax in 
lieu of the property taxes. The Montana constitution, which requires the legislative 
assembly to “levy a uniform rate of assessment and taxation” and to “prescribe such 
regulations as shall secure a just valuation for taxation of all property. ...” has 
however been construed judicially to permit an elaborate system of classification 
which has been in force since 1919. 

6 Art. vii, secs. 2 and 5. 


v Secs. 1 71 and 172. 
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(1898) retained the uniformity rule. In Delaware (1897) it appeared 
for the first time, and in California it reappeared in 1900. In New York 
(1894) the third constitution was enacted, as were its predecessors, 
without any specific requirements relating to taxation. 

7. Since igoo .— The period since 1900 has shown relatively few 
changes. The movement for classification of property for taxation has 
been the most conspicuous feature, the question having been agitated 
in certain states almost continually. Two new states, Arizona and New 
Mexico, were admitted to the Union in 1911, and the Pennsylvania 
provision for classification was incorporated in the constitution of the 
former. 1 New Mexico required uniformity in property taxation, but 
in the amendment of 1914 permitted classification of intangibles. 2 
Nebraska in 1920 enacted a similar provision. Maine in 1913 by a dif- 
ferently phrased provision had similarly permitted classification of in- 
tangibles. Kentucky (1913) made provision for an elaborate scheme 
of classification, which must be analyzed in detail hereafter. 3 Likewise 
Minnesota (1906) limited the uniformity requirement to “each class 
of subjects,” 4 thereby permitting classification, the results of which 
permission must also be discussed later. Three states 5 adopted the 
Pennsylvania classification provision. The constitutional changes in 
Michigan (1908), New Hampshire (1902), and Virginia 6 (1902) did not 
involve changes in property taxation, neither the uniformity rule nor 
the universality requirement prevailing in these states. In 1924, Cali- 
fornia, 7 Florida, and Kansas adopted special amendments permitting 
the legislatures to classify certain forms of property. Ohio, after many 
ineffective attempts, finally permitted the classification of intangibles 
in 1929. In 1930, Washington and Utah permitted classification, the 
former requiring that all real property, the latter that all tangible 
property, shall be taxed uniformly. These later constitutional amend- 

1 Art ix, sec. 1. 3 Chap, xvii 

3 Art viii, sec. 1. * Art ix, sec. 1. 

s North Dakota (1914), South Dakota (1918), and Louisiana (1918). 

6 In 1928, Virginia embodied her elaborate provision for classification of prop- 
erty under statute of 1926 in the state constitution. 

7 In 1928, California again modified her constitution to permit a 4 per cent income 
tax on banks and business corporations, and a 3-mill fiat tax on credits. 
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merits indicate a new phase in classification, the legislature bang per- 
mitted to classify only specified forms of property, usually intangibles.* 

C. LEGISLATIVE DEVELOPMENT 

The constitutional changes recited above reflect the corresponding 
changes in statutory tax provisions. In both cases there was, until 
i860, the same swing from selective to universal and uniform taxation 
of property. In any particular state, however, there was not always a 
very close correspondence between what the constitution required or 
permitted and what the statutes prescribed and the tax officials ac- 
tually practiced. 

It would be an interminable task to review historically the general 
property tax practices and legislation of every state since the Revolu- 
tion. It is possible only to sample the relatively small number of states 
that entered the Union during the period while the general property 
tax received its legislative sanction. In the states admitted later the 
general property tax was a part of the initial legislation. 

1. The Northwest Territory . — Prior to the Ordinance of 1787 there 
was no government and hence no taxation, practically speaking, in the 
territory that now roughly comprises the states of Ohio, Indiana, Illi- 
nois, and Michigan. There was no territorial property tax prior to 
1799, governmental costs being met chiefly by congressional appropria- 
tions. It is probable that the first tax law of the territory was enacted 
in 1792; it dealt with local taxes. But it is doubtful if any taxes were 
actually collected under it. The tax consisted partly of a poll tax and 
partly of a tax on property, determined by a rough estimate of the 
taxpayer’s ability to pay. 

The act of 1795, adapted from the statutes of Pennsylvania, appor- 
tioned the taxes among the taxpayers according to the “yearly value 
or profit” of their holdings. In line with this practice was the exemp- 
tion of all unimproved or unsettled lands, an unreasonable preference 
favoring the speculator, that lasted only three years. The county board 
estimated the revenue required; the constable was to furnish the list 
of property; the county board made the apportionment among the 

1 For a more extended discussion of the classifications adopted under the permis- 
sive constitutional provisions, cf. chap, vii, wtfr*, “The Classified Property Tax.” 
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townships, and appointed persons to collect the tax. There was a 
supplementary head tax of $1.00 on single men over twenty-one years 
of age who held property less than $100 in value. 

2. The state of Ohio . — Ohio was the first state carved out of the North- 
west Territory. The Ohio acts of 1798 and of 1799 show strikingly how 
far the property taxes then prescribed differed from the later general 
property tax. 1 Probably no great change took place in the local taxes, 
but, in 1799, a territorial tax on land was provided. All taxable land, 
whether yielding income or not, was divided into three classes, the 
distinction being based largely on the quality of the soil; little or no 
consideration was given to location; this circumstance later led to seri- 
ous dissatisfaction. The first class was taxed in 1799 at 85 cents, the 
second at 65 cents, and the third at 25 cents per 100 acres. By rais- 
ing or lowering the rates, usually the former, the territorial, and after 
1803 the state, government obtained an elastic source of revenue. 
Whether the rates were raised or lowered, the same relationship per- 
sisted among the rates on the different classes. 

The state of Ohio managed to prosper under this system, without 
substantial changes, although the system grew increasingly unsatis- 
factory with the increase in population and the development of indus- 
try. There was no necessary relation between the income from and 
the capital value of the lands and their assigned classifications. The 
administration was unsystematic; land was often omitted from the 
lists; it tended to shift to the lower grades despite the increasing value. 
Finally, the segregation of land for state taxation only left an inade- 
quate tax base for the local taxes. 

Accordingly, in 1825, the system was abandoned. All taxable prop- 
erty, real and personal, was made taxable for state as well as local pur- 
poses. Such property as was enumerated was taxable. In part, the 
practice of statutory valuation was continued, as with horses, mules, 
and asses, which were valued at $40.00 each, and neat cattle which 
were listed at $8.00 each. But generally the basis was to be the money 
value of the property. Something like the modem tax machinery in 
the way of assessors and boards of review and equalization was set up. 

1 The best source, and the one chiefly used in this section, though not the only one 
available, is the study made by Professor E. L. Bogart, Financial History of Ohio , in 
the “University of Illinois Studies in the Social Sciences/’ Vol. I, Nos. 1 and 2. 
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The law of 1825 was, therefore, an approximation toward the general 
property tax. The approximation was made closer in 1831 and again 
in 1846, with minor modifications at other times. The list of taxables 
was extended and specific exemptions restricted. Without constitu- 
tional provision therefor, Ohio virtually had a general property tax 
by statutory requirement. 

In 1851, such a constitutional provision appeared. The legislature 
had become distrusted in Ohio as well as in other states. It was charged 
with favoring certain corporations in selecting the list of taxables. It 
was deemed necessary to free “man, as such, his business, occupation, 
and profession from legislative caprice.” The constitutional restric- 
tions dealing with property taxation have endured to this day. 1 One 
section forbids a poll tax. Another states that “Laws shall be passed, 
taxing by a uniform rule, all moneys, credits, investments in bonds, 
joint stock companies, or otherwise, and also all real and personal 
property according to its true value in money.” The act of 1852 pro- 
vided statutory authorization for an ironclad, uniform, and universal 
general property tax, which repeated assaults have not been able to 
modify. 

3. The state of Illinois . — When the Indiana Territory was created 
out of the Northwest Territory, it contained what is now Illinois. 3 
Up to this point, therefore, the Illinois tax history is the same as that 
of Ohio, except that the more primitive conditions in Illinois made the 
tax laws less effective. The territorial government claimed the revenue 
from specific taxes on each 100 acres of land; and the local treasuries 
collected taxes on personal property only. This species of segregation 
obtained, with important changes in form, until 1838. 

The one striking characteristic of the tax law of early Illinois was its 
instability. No session of the legislature adjourned without changing 
it. In 1805, for the purpose of apportioning the territorial tax, the 
taxable land was no longer to be classified, but was to be valued in 
money, and taxed accordingly. The county assessor was to obtain, 
at first annually and later quadrennially, the value of each 100 acres 

1 In 1929 an amendment permitted classification, and in 1931 statutory provisions 
therefor were enacted. 

2 The best source, and the one most freely utilized in this section, is the study 
made by Professor R. M. Haig, op. cit. 
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“according to the quality of the soil and the relative situation,” ignor- 
ing improvements. The territorial auditor at first computed the rate 
necessary to yield the revenue required. But the legislature assumed 
this function in 1807, fixing a rate of 20 cents on each $100 of valuation. 
Probably but little revenue was actually collected while Illinois was 
still a part of the Indiana Territory; and the same may be said for 
some years after the organization of the Illinois Territory in 1809. 

The tax law of 1812 reverted to the practice of segregation of tax- 
able sources, classification of lands, and statutory valuation for the 
purpose of apportioning the territorial tax. Three classes of land were 
taxed. On the first class, the bottom lands of the Ohio and Mississippi 
valleys, a specific tax of $1.00 per 100 acres was imposed; on the second 
class of lands, consisting of all other located lands, the tax was 75 
cents; and on the third class, consisting of claims to lands not yet lo- 
cated, 37.5 cents. With few modifications, this tax remained in force 
until 1818, when Illinois became a state. 

The new constitution required “That the mode of levying taxes 
shall be by valuation so that every person shall pay a tax in proportion 
to the value of the property he or she has in his or her possession.” 
Although this provision would seem clearly to require uniform and 
universal taxation of property, such was far from the common prac- 
tice for at least the next twenty years. The question of squaring the 
tax practice with the constitutional requirements appears not to have 
been raised. It is probable that few were aware of the full implications 
of the constitutional requirement. 

The tax law of 1819, instead of taxing all property, merely modified 
the former practice. Three types of property were selected as tax bear- 
ers: land, bank stock, and negro slaves. But a tax for county purposes 
could be levied upon town lots, carriages, distilleries, stock-in-trade, 
and such other personal property as the commissioners might think 
proper. The state took all the revenue from the bank stock, which was 
not a great deal; the counties took that from the negro slaves, which 
also was limited. The land-tax revenue was divided so that the state 
took all the revenue from the lands of non-residents plus two-thirds 
•of that from lands of residents, the counties taking the remaining third. 
This arrangement was changed several times; but for twenty years no 
important modification of basic principles was made. 

A change was made in 1819 in the method of classification and ad- 
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ministration. Each taxpaper was to declare the land he owned and the 
class to which it belonged. The first class was arbitrarily valued at 
$4.60 per acre; the second at $3,00; and the third at $2.00. The tax 
rate was fixed in 1819 at 5 mills on each dollar, with no provision 
for surpluses or deficits. Obviously such a system must have failed 
signally in making each taxpayer contribute in proportion to the 
value of property owned. 

The period was one of experimentation, as may be further illus- 
trated by a glimpse of the inchoate methods of municipal taxation. 
Each city, as it came into existence, received its charter by special act 
of the legislature. Each municipal tax was, at least at first, authorized 
by special act, which specified not only the purpose for which the 
money might be spent but also the property liable for taxation; and, 
in this respect, there was wide variation. Taxation for municipal pur- 
poses usually exempted the property from county taxation. 

The tax law of 1839 fundamentally changed the system in the direc- 
tion of conformity to the constitution. It specified that both land and 
personal property should be “valued according to the value thereof.” 
It made the total of ta x able property the common base for all taxes, 
state and local. It did not state specifically that all property was to be 
taxed; but it enumerated certain species, and included “all other de- 
scriptions of personal property”; and on all species the rate was to be 
uniform. Money actually loaned, without deduction for debts, was 
specifically enumerated. 

Finally, in 1843, it was provided that “all property, real and per- 
sonal within the state shall be liable to taxation,” with the usual list of 
exemptions. The constitutions of 1848 and 1870 did not change the 
system of property taxation except as to include corporations for taxa- 
tion in proportion to the value of their property. 

If it were possible to present the history of property taxation in the 
other states, each state would be found to be similar to Ohio and Illi- 
nois in that constant experimentation was the order of every legislative 
session prior to the Civil War, with the statutory requirements and the 
administrative practices conforming rather loosely to the constitu- 
tional requirements for universality and uniformity. Such a detailed 
review, however, cannot be undertaken here, because adequate infor- 
mation is not at present available. 



CHAPTER m 

THEORY OF THE GENERAL PROPERTY TAX 

It has been shown that property is, and usually has been the prin- 
cipal tax base for state and local purposes in the United States* A 
general analysis of the suitability of property for this purpose will be 
undertaken here* Briefly stated, what is sought is an answer to the 
question: Is it economically expedient to raise 80 per cent or more of 
the state and local tax revenue in the form of taxes on property, under 
existing and probable economic conditions? The answer must be based 
on pertinent facts and general economic principles. 

I. CONCEPTS OP TAXABLE PROPERTY 

For the purpose of such analysis it is important to have in mind a 
definite, rational concept of taxable property. 1 None of the existing 
American state property tax systems exemplifies such a concept. The 
systems are patchworks, adaptations of confused ideas to meet diverse 
local conditions, often sanctioned without a clear understanding of the 
nature of property or taxes. The hybrid concept apparently under- 

x In this volume no attempt has been made to treat at length the nature and con- 
cepts of property taxation in antiquity, during the Middle Ages, and in the recent 
past, outside of the United States. Students interested in those fields should consult 
Professor Seligman’s chapter entitled “The General Property Tax,” in his Essays in 
Taxation , which is elaborately documented, chiefly with the works of German 
scholars. 

Attention may be called to the work of Bruno Moll, Problem der Finanzmssen- 
schaft, especially to chaps, xii and xiii. In these two chapters Moll discusses the 
concept of property taxation and its relation to income taxation. This treatise 
appeared in 1924, after Seligman’s book mentioned above. 

For an excellent summary limited to one country Professor Bullock’s paper, 
“The General Property Tax in Switzerland,” in Proceedings , pp. 53-84, and reprint- 
ed in his Selected Readings in Public Finance , pp. 350-79 (3d ed.), outlines a property 
tax system, or a congeries of systems, nearer to those existing in the United States 
than any other, yet differing in important respects, the principal one being that the 
Swiss property taxes are relatively less important fiscally than those of the United 
States. 
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lying every state system is composed of parts of two widely different 
concepts, each of which alone would satisfy the rational requirement 
that all property should be taxed once and only once, but which in 
unreconciled combinations produce grotesque results in the form of 
multiple taxation and avoidance or evasion of taxes. 

From what may be called, somewhat arbitrarily, the legal point of 
view, property consists of rights in or control over economic goods. 
Courts find it necessary, however, to recognize the popular use of the 
term “property” to designate material things which may be the “sub- 
jects” of ownership: 

The term “property” has a most extensive signification, and in its strict 
legal sense means that dominion or indefinite right of user and disposition" 
which one may lawfully exercise over particular things or objects. But the 
word is often used to indicate the subject of the property or the thing owned, 
as a chattel or a tract of land. These things, however, though the subjects 
of property, are, when coupled with possession, but the indicia, the visible 
manifestations, of invisible rights, the evidence of things not seen. 1 

The economist faces the same necessity for distinguishing between 
“wealth” and “property.” Wealth consists of material things plus 
such incorporeal rights as do not diminish the rights of others in mate- 
terial things. Such rights as patents, royalties, trade marks, good will, 
franchises, do not represent an interest in particular things owned by 
particular persons; they do not diminish the rights or interests of any- 
one in particular material goods. It is convenient to designate such 
rights as nonrepresentative intangible property, or merely as non- 
representative intangibles. But the majority of rights in tangible or 
material things diminishes the rights of others in particular things. 
With land, where the most complete right or estate is that of fee simple, 
the debt of the owner secured by mortgage on the land pro tanto 
diminishes the equity of the owner in the particular parcel of land. 
There are many other rights in land which it is not necessary to men- 
tion here. They make the land worth less to the owner, because they 
diminish his rights or equity in it. Such rights may also exist in specific 
movable goods. Thus the equity of the owner in an automobile may 
be diminished by a chattel mortgage on it. But a great many rights 
are not secured by particular material things; they are not rights or 

1 22 Ruling Case Law , p. 37. 
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property in rem, but in personam . Accounts and bills receivable, judg- 
ments, bank deposits, and a great many other rights are of this nature. 

Obviously, all of these rights and interests have a value in exchange, 
more or less accurately ascertainable in the market. Such value con- 
stitutes theoretically a perfect measure by which to tax all property. 
No property can escape and there can be no double taxation if every 
person is taxed according to his net rights or equities . 1 If one person 
holds all the rights in anything, he can be taxed according to their full 
value; and no one else can be taxed in respect to any part of it. Such 
pyr amiding of equities as results from the corporate form of business 
organization, or from the holding corporation, constitutes only an ap- 
parent exception if the practice of taxing only net equities is strictly 
adhered to. And, if there be division of the rights, then the sum of all 
the parts will equal the aggregate rights; and each holder can be taxed 
in proportion to his share of the whole. The property tax on this basis 
would be a tax on the net equities of the taxpayer, or upon the differ- 
ence between his assets and his liabilities . 3 It is a personal tax, imposed 
on the taxpayer in proportion to or in respect to the net value of his 
assets. The scheme is logical enough if the only requirement of the 
tax is that it must reach all property and must reach no part of it more 
than once. There are, however, other requirements of taxes and tax 

1 Net rights in the sense of the positive difference between total rights and obliga- 
tions. 

2 This is the concept of property, as a tax base, usually adopted by European 
scholars. Thus Professor Walther Lotz, Finanxwissenschafi (1930), p. 525, defines 
property as follows: “Unter Vennogen versteht die Theorie der Volkwirtschaf tslehre 
ftir die Gegenwart den Geldwert der in Geld oder anderen Dingen bestehenden Sach- 
giiter, fiber die einer Person ausschliessliche Verfiigungsgewalt zusteht, sowie den 
Geldwert der einer Person zustehenden sonstigen Rechte, abzfiglich der geschulde- 
ten Summon, also Aktiva minus Passiva.” A tax on properly, so defined, is usually 
designated in German as “die Vermdgenssteuer,” and that is the word used in trans- 
lating the words “general property tax,” as used in the United States, into German, 
notwithstanding the fact that the American property tax is something far different. 
The Trench language has no single term for the concept under discussion and uses 
the phrase “Les impdts gfingraux sur la propri£t£,” or some similar set of terms. 
When European writers discuss property taxation, and, specifically, the general 
property tax, which they nearly always condemn severely, except as a supplemen- 
tary tax of minor fiscal importance, they usually have in mind some actual or hypo- 
thetical system much more rational than the typical state systems in the United 
States. 



THEORY OF GENERAL PROPERTY TAX 


5i 


bases which render the consistent application of property rights as tax 
bases impractical and even impossible. 

No less perfect as a tax basis than the lawyer’s list of rights, is the 
list of tangible objects in the possession of each taxpayer, plus such 
categories of intangibles as good will and patent rights, which do not 
represent rights in particular tangible objects. If every unit of land, 
and every unit of capital goods, be taxed to the holder, then all prop- 
erty can be reached once, and once only. There can be no double taxa- 
tion of property, and no property can escape. The list of tangible 
goods as a tax base would yield the same result as the list of rights 
therein, to the extent that either would reach all property, and do so 
only once. Such a tax, on things rather than on net equities, disregard- 
ing the economic condition of the taxpayer, corresponds, in fact, much 
more closely to the realities of American property taxation. It ought 
to be called a tax on possessions, although such a name would fail to 
describe accurately the existing state systems. Such is the impression 
of the only non-American scholar 1 who has attempted to study specifi- 
cally the general property tax of this country. The American general 
property tax is an excellent example of a nation-wide institution, which 
touches the interests of the people at innumerable points, being desig- 
nated by a name that has long since lost most of its significance. 

Certain practical considerations have been regarded as rendering 
the exclusive and consistent use of either of the foregoing bases im- 
possible. In the first place, property, objectively speaking, is not al- 
ways or even usually owned in fee simple; it is owned ostensibly by 
the person in possession, while the principal equity may be held by 
someone else. In using ownership as the tax basis, the tax administra- 
tor would have to determine the net equities of every taxpayer 1 ; this 
is too frequently an impossible task. 

1 Bruno Moll, ZurGesckichie der Englischen undAmerikanischm Verm&gcnssteuern. 
On p. 100 he says: “Wenn ich auch immer wieder betonen mSchte, dass es mir in 
meinen Untersuehungen weniger auf den Namen ankommt, als auf die Sache, so 
glaube ich doch, dass es bezeichnender ware, wenn man anstatt von den amerP 
kanischen VennSgenssteuem lieber von ‘Besitzsteuem’ reden wflrde.” Dr. Moll’s 
reasons for preferring the term “Besitzsteuem” (taxes on possessions) to the tenn 
“VermSgenssteuem” (property taxes) are that (1) the former term is more definite 
in meaning than the latter, whose meaning is very general and uncertain, and (2) it 
reflects more accurately the actual practice, if not always the law, of American prop- 
erly taxa tion, which is in fact much more truly on things than on equities. 
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In the second place, the actual owner, whether of complete or only 
partial estate in any good, may be a resident of one tax jurisdiction 
while the objective property is situated in another. The question then 
arises: Where are the taxes properly due? Both districts may be said 
to have some claim to contributions. 1 To tax on both bases would be 
equitable so long as both the nonresident and the resident owner are 
taxed on both the ownership basis and the objective basis. But, aside 
from the objection to the unnecessary cost of laying the tax on a double 
basis, such an arrangement would meet a practical obstacle in the atti- 
tudes both of legislators and tax administrators. 

In the third place, certain properties, such as land and improve- 
ments, are more obviously taxable at their location than at their owner- 
ship; while, at the other extreme, most representative intangibles can- 
not well be taxed elsewhere than at the owner’s residence. The tax laws 
consider now one place, now the other, as a taxable situs, and some- 
times both. The confusion and multiple taxation that often result 
when the holder of a divided estate is taxed as if he were the holder of 
the undivided estate, with no allowance made for this fact in taxing 
the other partial holders, are widespread and serious. They would be 
much more serious were the tax laws effectively administered. So long 
as it be granted that all tangible and all nonrepresentative, intangible 
property should be taxed once and only once, it is not merely a ques- 
tion of administration whether the tax shall be paid by the equity- 
holders or by the person in possession or control of the property. 2 
The choice of the taxable base, whether the equity or the possession of 
the goods, determines the distribution of the revenue among states and 
among localities. 

In recent years, however, the view has been stressed that all tangi- 
ble property and all nonrepresentative, intangible property should, be 
taxed where it is located and presumably economically employed. In 
that jurisdiction is generated whatever ability to pay taxes — in so far 
as the generation of such ability may be assigned to a specific locality — 

1 For a discussion of the problem of multiple taxation, see E. R. A. Seligman, 
Essays in Taxation , chap, iv. Also Francis Walker, Double Taxation in the United 
States . 

* In case of partly representative intangibles, such as corporate shares of stock, 
there is also the problem of ascertaining the extent to which they are such. 
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the owner of the property may possess by reason of ownership and use 
of the property; and in that jurisdiction is enjoyed the benefits of pub- 
lic services. This doctrine of economic allegiance has recently received 
a stimulus from an unexpected quarter. The League of Nations and 
co-operating organizations have during the past decade considered in- 
tensively the question of international multiple taxation and tax eva- 
sion. The experts have found, as one of the by-products of their labor, 
that some of the principles involved are applicable to interstate and 
intrastate tax conflicts as well as to international ones. 1 

The basic concept of general property taxation adopted for analysis 
here is, accordingly, that in which all tangible, and all nonrepresenta- 
tive intangible property is taxable on a uniform assessment ratio, at a 
uniform rate in each taxing jurisdiction, where the property is located 
or may be constructively located, 2 regardless of the division of equities 
and the residence of the owners of such equities. 

n. INCIDENCE AND CAPITALIZATION 

Before an appraisal can be made of any tax it is necessary to know 
in some measure whether it is shifted or capitalized. With the general 
property tax, as with any other compound tax, no analysis of inci- 
dence can be made until the tax has been broken up into its component 
parts. H. G. Brown states that the incidence of the general property 
tax is “a compound of the incidences of its several parts.” 3 Despite the 
unwieldiness of such a “compound incidence,” no better approach is 
available. Students of incidence and shifting of taxation have used it;* 
they treat the various parts of the general property tax as if they were 
separate taxes. If the incidence is affected by such unitary character as 

X E. R. A. Seligman, Double Taxation and International Fiscal Co-operation, 
(1928), and references there given. 

3 Nonrepresentative intangibles are usually constructively located at the domicile 
of the owner, as in case of patent rights, royalties, good will, or franchise value. 

* Economics of Taxation , p. 259. 

* E. R. A. Seligman, Shifting and Incidence of Taxation , pp. 298-324, argues that 
it is improper to try to separate the tax on urban land and urban improvements. 
He considers the two as a tax on urban real estate. He does, however, treat personal 
property taxes separately, although it would appear that a tax on urban improve- 
ments resembles the tax on producers’ capital more closely than it resembles the 
tax on land. 
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the general property tax possesses, there is no clear recognition of it. 1 

Not many careful writers today would argue that all parts of the 
general property taxes are shifted. David A. Wells, however, believed 
that all taxes, including the general property tax, were diffused. His 
arguments are inadequate in supporting the diffusion theory for taxes 
on property as such: 

Taxes uniformly levied on all the subjects of taxation, and which are not 
so excessive as to become a prohibition on the use of the thing taxed, become, 
therefore, a part of the cost of all production, distribution, and consumption, 
and diffuse and equate themselves by natural laws in the same manner and 
in the same minute degree as all other elements that constitute the expense 
of production .... until they finally fall upon every person, not in propor- 
tion to his consumption of a given article, but in the proportion his consump- 
tion bears to the total consumption of the taxed community. 3 

The diffusion theory thus described should be considered subject to 
the restrictions which Wells himself imposed. He was careful to point 
out that where the taxes were not “uniformly levied” they would not 
be equally diffused. Thus if property in one taxing district were taxed 
at a differentially higher rate, whether due to partial nonlisting, to 
unequal valuation, or to differential tax rates, the differential part of 
the tax would be capitalized, or, at any rate, not equally diffused. This 
factor must be kept in mind in any explanation of shifting and inci- 
dence of the general property tax. But, even so restricted, the diffusion 
theory is wrong. It is, in fact, necessary to consider each main class of 
property by itself, and within each class there will be necessary sub- 
divisions. 

A. TAXES ON INTANGIBLES 

Our hypothetical concept of property includes nonrepresentative 
intangibles. This class of property is of a miscellaneous character, and 
it appears that for this reason the shifting of taxes on such property is 
uncertain. In view of the minor fiscal significance of taxes on such 
property it is not a matter of great importance whether the theory of 
shifting here presented is accurate in detail or not, although a correct 

1 Brown, op, cit., pp.- 248-54. For a contrary view, cf . Seligman, Shifting and 
Incidence of Taxation , p. 227. 

3 David A. Wells, The Theory and Practice of Taxation, p. 584. 
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theory of shifting would be helpful in determining whether such prop- 
erty should be taxed, and in what manner. It would seem that most 
forms of nonrepresentatives are more or less monopolistic in character 
and hence taxes on them are not readily shiftable. Business good will 
and corporate excess, perhaps the most important form of nonrepre- 
sentatives, may be taken as probable evidence that the owners are 
supramarginal. Such assets will not generally occur except where the 
business is earning something in excess of the economically necessary 
return to retain capital in the particular line of business. If the earn- 
ings are merely the current return, the value of the physical property 
would account for the total value of the property. The tax on the 
supramarginal would not move the concern to curtail production . 1 

Our concept of taxable property does not include representative in- 
tangibles, but as attempts are often made to tax them, they will be 
considered briefly. Two cases of taxes on representatives may be 
singled out. In one, the representatives may be taxed in lieu of similar 
taxes on the tangible property on which they are based. Here the shift- 
ing possibilities are probably increased beyond what they would be 
were the tax placed directly upon the tangible property, because of the 
greater mobility of the intangibles than their basic tangibles. In the 
other, the tax on the representative intangibles may be in addition to 
like or different taxes on their basic tangibles, as where, for example, 
mortgages are taxed at the ad valorem rate and the underlying real 
property or chattels are taxed similarly on full value without deduction 
of the debt. This class of multiple taxation of course tends to make 
the taxes on different units of land and capital unequal, since all 
classes of land and capital are not encumbered to the same extent. 

Another source of inequality exists in the variation among tax rates 
among different taxing districts. The most difficult factor, however, 
is that taxes on representative intangibles do not in any state apply 
to all intangibles; the laws allow in varying degrees for deduction of 
debts against “solvent” credits; and, most important of all, these taxes, 
as will be shown, are rarely and irregularly imposed in practice. If we 
had such taxes, imposed at a uniform rate on all representatives, so 
that all tangibles would be taxed once as such, and all equities would 

1 It is the long-run effect that k here considered. The short-run effect might be 
different Cf. H. Q. Brown, op. dt n pp. 118-40, 180-83. 
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be taxed once as such, it might be possible to construct a rational the- 
ory of incidence. As it is, such a theory rarely has any value except as 
mental gymnastics. Where, as in some states, the property tax on 
bank shares is uniformly enforced, it may be concluded that the tax 
is, in the long run, shifted to borrowers in the form of higher interest 
rates, or to other patrons in the form of reduced miscellaneous banking 
services. Such would also be true, where, as in Kentucky, the tax on 
bank deposits is collected at the source, from the banks. 

But where, as is almost universal, the tax is evaded through non- 
listing, the expectation must be that intangibles will be bought on the 
assumption that payment of the tax will not be required, that is to say, 
at a price not allowing for the tax. And, except for an uncertain allow- 
ance because of the risk, the price will be the same whether in a few 
individual instances the tax is paid or not. At best, or worst, in such 
cases, the interest rate will be increased only by an amount adequate 
to induce investors to run the risk of apprehension of their intangibles 
for taxation. Beyond this conclusion, in view of the facts, it is not 
worth while to pursue the theoretical analysis. 

B. TAXES ON TANGIBLE PERSONALTY 

As to tangible personal property we are similarly hampered, though 
not to the same degree, by varying rates and imperfect assessment. 
Here also, a subdivision is necessary, into consumers , goods and pro- 
ducers’ goods. Taxes on consumers’ goods will tend to remain where 
they are placed, for there is no market subsequent to the imposition 
of the tax through which the owner can reimburse himself through 
higher prices. In the case of nonreproducible works of art or personal 
effects, this statement admits of no exceptions. Possibly taxes on some 
forms of consumers’ goods cause some degree of economizing in the 
purchase of such goods, and, if so, result in a backward shift to the 
industries producing these goods. But that effect cannot be important, 
because, if economizing is practiced in the purchase of some goods, 
more purchasing power becomes available for others. 

It is when we turn to an analysis of the shifting of taxes on pro- 
ducers’ capital, whether levied as a part of the general property tax or 
separately, that the answers gathered from the books are most unsatis- 
factory. Seligman, after stating emphatically that sumptuary taxes 
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cannot be shifted, proceeds to discuss the incidences of taxes on “capi- 
tal.” 1 But the kind of capital covered in his discussion is almost com- 
pletely limited to intangibles, such as mortgages and bonds. His con- 
clusion, covering such intangible producers' goods, is that in so far as 
the tax is universal it must be borne by the capitalist, there being no 
alternative field of investment; but that in so far as it is exclusive or 
unequal, it will be shifted. Apparently he intends to extend this con- 
clusion to cover also tangible capital. Such a conclusion appears to be 
much too sweeping. For example, in so far as the general property 
tax falls on wheat, of which there is an exportable surplus, and of 
which the price is determined in a world market, it cannot be argued 
that any appreciable part of the tax is shifted forward. In particular, 
it would seem erroneous to argue that the excess of unequal taxes over 
the average would be so shifted. For, while it may be argued that in 
the long run the return to American wheat growers must be high 
enough to include the total cost, including taxes, in order to maintain 
the American supply, it cannot be argued that a differentially high 
tax rate in one taxing district will pro tanto increase the price of wheat 
produced in that high-tax district. What is true of wheat must be true 
of many tangible producers' goods, such as livestock, machinery, and 
merchandise. 

Brown's analysis is somewhat different, and is, for the moment, ac- 
cepted here as tentatively correct. As for taxes on all capital, he con- 
cludes “that a tax which reduces the net returns from the ownership 
of capital as such, might so affect accumulation as to mate the supply 
of capital less, its marginal productivity greater and gross interest 
higher, so throwing the burden of the tax in the long run, partly upon 
others than the owners of the capital.'' 2 He goes on to say, however, 
that it is by no means certain that a reduction in interest will retard 
accumulation and diminish the supply of capital. If it does not do so, 
the general taxes on capital must remain where they are imposed in the 
first instance, on the owners. Where the tax is unequal, 3 Brown holds 

1 Op. tit., pp. 326-37. 

2 Op. tit., pp. 190 ff. For a discussion of a different possibility, c£. subsection C, 
infra . 

3 But not where it is erratic and discriminatory, as would result from varying local 
rates or improper and unequal assessments. 
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that “in the long run, a tax on capital in special fields, which does not 
apply to capital generally, is certain to be shifted. For capital wears 
out and has to be replaced.” The supply of capital in the taxed field 
would be reduced, its marginal physical productivity raised, the mar- 
ginal physical productivity of labor and land reduced, and the prices 
of the final products of the industry or industries using the taxed capi- 
tal would tend upward. But there is nothing in the situation to require 
an upward trend in all prices ; and the upward trend in the prices of the 
products of the taxed capital will be compensated for, at least in part, 
by lower prices of other products, and the owners of the relatively 
untaxed capital must bear this deduction. The tax thus in large meas- 
ure rests on the income from capital in general, 1 even though the tax 
is imposed on some part of capital only. 

If it is true, as Professor Brown says, that the incidence of taxes on 
producers’ goods tends to be on the owners so long as the taxes are 
regularly and uniformly levied, whether on such capital in general or 
on special kinds of capital, there remains the question of the effect 
upon the incidence of the inequalities in the taxes due to varying 
local tax rates and to unequal assessments. So long as the discrimina- 
tions are merely erratic and temporary, the principal effect would be to 
impose unfair burdens on the overassessed taxpayers and to give un- 
deserved relief to those underassessed. But where the local discrimina- 
tion against certain capital goods is persistent, or where high local tax 
rates result from relatively low assessed valuations, further analysis 
is necessary. For the prices of the products of such local industries 
could not be increased, nor could the prices of raw materials of such 
industries be reduced. If neither of these offsets for high local taxes 
were available, the local industries could continue only on the condi- 
tion of low rent for land used in the business. But all three of these 
factors operate to depress the value of local fixed property. And the 
only class of property that is completely fixed is the bare land. Hence 
differentially high local taxes on producers’ goods will tend to be capi- 
talized in the form of depressed local land values. 

There are two important implications in the analysis so far, which 
will be hammered out while the iron is hot. If it is true that the inci- 
dence of a tax on capital, uniformly levied, is upon the owners of capi- 

1 Brown, op. cit p. 183. 
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tal in general, regardless of whether the tax is on capital in general or 
only upon special lines, then it is not necessary that all kinds of pro- 
ducers’ goods be subject to the tax. There is no good reason why the 
property tax should be general. The purpose of uniformity would be 
better served if the taxes were imposed only upon such typical forms 
of producers’ goods as are found in practice to be assessable with rea- 
sonable success. The importance of this conclusion \yill be strikingly 
seen in the later chapters which deal with the administration of the 
general property tax. For some economy in administration would be 
attained by taxing a smaller number of “practicably assessable” items. 
The erratic variations in the assessments which produce the shocking 
inequalities would be reduced in number if the assessment were limited 
to such items as can practicably be reached. 

The second implication is that, when properly defined and adminis- 
tered, the taxation of property is sound. No fault can be found with 
the incidence of a tax being upon owners of capital in general except in 
so far as such a tax tends to become the sole tax, and thus tends to 
make the total tax proportional to capital or to income, which pre- 
cludes any degree of progressive taxation. If, on the other hand, the 
analysis of Mr. David A. Wells were correct, to the effect that the 
taxes on capital were shifted, as costs of production, to the consumers, 
the incidence would be objectionably regressive. There is nothing ob- 
jectionably regressive in a tax 1 whose incidence is proportional to capi- 
tal owned. But there is objection to a tax, yielding 80 per cent or more 
of the state and local public revenue, whpse incidence is in proportion 
to consumption, 2 and, therefore, regressive according to income. 

C. TAXES ON IMPROVEMENTS 

There remain for consideration two categories of taxable property, 
land and improvements thereon. Professor Seligman treated these two 

1 Considered not as the sole source of revenue, but as one of the major sources, 
perhaps the principal source. 

a Mr. Wells said: “A great capitalist, like Mr. Astor, bears no greater burden of 
taxation (and cannot be made to bear more by any laws that can properly be termed 
tax laws) than the proportion which his aggregate individual consumption bears to 
the aggregate individual consumption of all others in his circuit of immediate con- 
sumption ; and as to his other taxes, he is a mare tax collector, or conduit, conducting 
taxes from his tenants or borrowers to the State or city treasury” (op. cit., p. 584) . 
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as one, but divided the whole into agricultural land and urban real 
estate. 1 The principles governing the shifting of taxes on land are, 
however, different from those governing the shifting of taxes on im- 
provements, while the latter resemble or are identical with those that 
determine the incidence on producers’ capital; hence it is more logical 
to treat the tax on improvements separately. It is true that some dif- 
ficulty is involved in distinguishing satisfactorily between land and 
improvements, much more than in distinguishing between improve- 
ments and producers’ goods. But probably the reason is largely that 
the distinction between land and improvements is material, since the 
governing principles are different; while the distinction between im- 
provements and producers’ capital is, at any rate, less important, since 
the governing principles are similar if not identical. For improve- 
ments, like producers’ capital, are reproducible goods, while, with 
certain minor exceptions, land is not. If a tax on producers’ capital 
rests upon owners of capital in general, is there any reason why this 
does not also hold true for improvements? 

The most obvious difference is of course that improvements are, 
in a physical sense, fixed. The expense of moving improvements is 
usually prohibitive, when at all possible, while movement is usually 
possible and frequently occurs for producers’ capital. But the fixed 
character of improvements merely has the effect of checking the proc- 
ess of equalizing supply and demand at the normal price level. It wid- 
ens the spread between the long-run effects and the short-run effects of 
the taxes on improvements as compared with taxes on movables. It is 
not so certain, however, that the mobility of movables is much greater, 
for there may be a fairly ready transfer of some improvements from 
one use to another. Residences may be used as offices, or stores, or 
vice versa. Such transfers of course also occur among items of movable 
property, but not always readily. 

If, then, the factors affecting shifting of property taxes are essen- 
tially the same for both movable and fixed capital goods, we may raise 
the question, for both classes, Must the owners of capital goods in 
general finally bear the tax, or may they, after all, shift it to others? 
If they continue to furnish the same capital goods regardless of the 
reduction in the reward for their service resulting from the tax, they 

1 Shifting and Incidence of Taxation , pp. 255, 277. 
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are bearing the tax. In other words, the question is, Will they save as 
much at a reduced rate of interest as before? Neither theory nor avail- 
able statistics can give an answer. Perhaps it is not possible to deter- 
mine, at any rate no one has yet determined, the effect of the interest 
rate upon saving. It is clear that some would save as much at 4 per 
cent as at 6 per cent; perhaps others would save more, still others less. 
But the net result is in doubt. We must content ourselves with state- 
ments of alternative possibilities and their results. 

If the rate of saving is not affected by the reduced rate of interest, 
the owners of capital in general will bear the tax, and the incidence of 
the tax will tend to be proportionate to the return from capital. If, 
on the other hand, the reduction in the rate of return would tend to 
check saving, there will tend to be less capital, the marginal produc- 
tivity of capital will be increased, the marginal productivity of labor 
perhaps decreased, the physical output decreased, and prices possibly 
increased, thereby shifting the tax in part to others than the capital- 
ists. The incidence will in part be proportionate to expenditures, and 
hence regressive according to income. In view of the fact that some 
savers, at least, are not affected in their saving by the rate of interest, 
it would appear possible, either that all of the tax upon both fixed 
and movable capital goods must be borne by the owners of capital, or 
that they may shift a part of it; but it is extremely improbable that 
they could shift all of it. 1 

D. TAXES ON LAND 

The peculiar position of land arises from the fact that it is non- 
reproducible and hence has no cost of production. The value of land 
is the capitalized net income, the economic rent. But on marginal land, 
at the extensive margin, there is no rent, hence, no capital value, and 
henqe no tax.* The tax on the capital value will, therefore, not induce 
the owner of the marginal land or any other land to withdraw it from 
use. There can be no reduction in the supply of land, and, as demand is 
unaffected, no change in the amount or the price of the products of 

1 Cf. Brown, op. cti., pp. 184-98. 

2 Except where the assessor erroneously assigns a value to land that is really 
marginal. That such is often done, and that the presence of a “market value” on 
marginal land, often gives the assessor some show of justification, will be shown 
below. 
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land, and hence no shifting of the tax. The tax simply reduces pro 
tanto the net return to the owner, or absorbs a part of the rent. 

Such is the theory of shifting, or nonshifting, of taxes on land — that 
is, on bare land. It has been the doctrine of the classical school of 
economists since the days of Ricardo, who is credited with the theory 
of rent which involved the conclusion here drawn. In so far as the tax 
is on the “sheer” rent of bare land, the theory of no shifting has not 
been seriously shaken. One of the most recent critics of the Ricardian 
theory writes: 1 

Since natural land as a primary factor of production is both incapable of 
increase and indestructible, any tax laid upon the sheer rent of this land will 
have no influence on the market, .... for the same reason it cannot be 
shifted But we must not conclude that the ground-rent is of no conse- 

quence in regard to the supply of land utilities of a certain quality .... the 
ground-rent may attract to the production of land in competition with 
natural land. We clearly cannot take away from this producer the part of 
the rent which represents the interest on the investment capital required 
without injuring the production activity in question. 

The argument is that when high land rents have induced the appli- 
cation of labor and capital to the creation of land-utilities in the form 
of irrigation, draining, transportation, etc., which make natural land 
more effective and check rent on other land, then the interest-like rent 
on such investments cannot be taken without checking future commit- 
ments for such purposes. Such land-utilities are not land, but capital. 
The “nibbling” at the Ricardian doctrine usually consists in restrict- 
ing that part of “natural land” as much as possible. Fertility, though 
natural in varying degrees in most lands, is destructible, and taxes may 
discourage its maintenance. Thus fertility comes to be not land but a 
capital good subject to the same laws of incidence as CassePs land- 
utilities. But, after all, the effect of stripping the Ricardian concept 
of “natural land” of all its “powers,” not both “original” and “in- 
destructible,” can be overestimated when it is remembered that if 
these powers are not land they are capital goods, like improvements, 
and if the preceding analysis is correct, the incidence of a general tax 
on all capital goods is likely to be on the owner. Whether, then, the 
incidence of taxes on such disputed “powers” of the land is on the own- 

1 Gustav Cassel, The Theory of Social Economy , p. 259. 
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ers of the “land” or on the owners of the “improvements” cannot 
greatly alter the conclusion that little or no shifting can take place. 

In summarizing this section, the conclusion is warranted that the 
taxes on the several items of the conglomerate concept of general 
property are in large part shiftable, and are shiftable to different de- 
grees on the different items. That part of the aggregate property tax 
that is shiftable is much less than the part that is not shiftable, be- 
cause, in general, some degree of nonshifting surely occurs in all items, 
while shifting may be negligible in some; and with taxes on land and 
improvements, the most important property taxes, there is little or no 
shifting. Since the taxes that are not shifted, or are shifted backward 
to the land, must be capitalized, the phenomenon of capitalization 
must next be considered. 

m. THE MECHANICS AND CONSEQUENCES OE CAPITALIZATION 

In spite of its importance, evidently not always obvious, the phe- 
nomenon of capitalization of property taxes, with its mechanics and 
its consequences, has been much neglected in tax literature. To this 
neglect may be partly ascribed the delay of reform in property taxa- 
tion, for it has perpetuated, or permitted to continue, certain misun- 
derstandings of the nature of property taxation. It is argued against 
high tax rates, for example, that they “confiscate” the capital value of 
the taxed property by reducing the net income after taxes. It has been 
assumed that the “confiscation” process would be complete when the 
tax rate should become so high as to equal the current rate of interest, 1 

1 Cf. R. T. Compton, Fiscal Problems of Rural Decline, Special Report of the New 
York Tax Commission, p. 21. “Studies of farm incomes in some of the declining 
agricultural regions of New York State indicate that property in these regions does 
not yield any income to the owners beyond the ordinary farm wages. There are 
many farms that do not pay more than four per cent on assessed valuations. In 
some towns the combined property taxes are considerably more than four per cent 
of assessed valuation. 'Where this is the case the taxes are confiscatory.” Elsewhere 
in his study Compton shows that many farms in New York yield no income, yet 
have a market value, sustained perhaps in part by a “forlorn hope for better times,” 
but chiefly by prospects for “sucker sales.” 

The use of the terms “confiscation” and “confiscatory” is often confusing. The 
original meaning of the word, whose roots are the Latin con plus fiscus, “treasury,” 
was the seizure of private property for the treasury, on the ground of forfeiture. 
The original meaning still lingers in a feeling that confiscation means taking the 
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because at that point, it is assumed, the tax would take all of the in- 
come. Observation and interpretation of actual conditions should have 
corrected this misunderstanding. There are, in fact, many taxing dis- 
tricts in which the tax rate on a full valuation exceeds 5 per cent, a 
rate probably in excess of the rate used to capitalize the income from 
farm real estate, and possibly also in excess of the rate used in the 
capitalization of the income from certain urban properties. If the wide- 
ly prevailing thought were correct, such property should have no value, 
and there would be no tax, since the tax is a mathematical function of 
the value. Yet, there being no tax, the value should be unimpaired; 
and the vicious circle of reasoning can again begin. 

One consequence of the error is that the assessor continues to ap- 
praise the property at a value independent of the tax. 1 If the tax 
were shiftable, such procedure would be correct; but, since the lion’s 
share of the tax on property is not shiftable, the error may result in 
grievous inequalities, and, as will be shown later, in making the prop- 
erty tax regressive. The truth is that no property tax based on capital 
value, however high the rate, whether 1, 5, 50 or 500 per cent of the 
capital value, 3 can completely destroy the capital value, although, by 
making the rate high enough, we may come as close to the destruction 
of the capital value as we please, 3 provided that the net income before 
taxes is ascertained, and the proper interest rate used in the capitaliza- 

A 

tion, as shown in the formula, C “ jZjT^ * 4 


physical property itself. But taking all the income will effect substantially the same 
result And any nonshif table tax that is capitalized is “confiscatory 51 in so far as it 
reduces the capital value. 

1 If he based his value on market price, and if market price correctly reflected 
capitalized income, this error would not occur. But often neither assessors nor buyers 
or sellers adjust their value to capital value. 

3 Of the annual value, all that can be taken is, of course, 100 per cent. 

* In a communication to the American Economic Renew, XX, No. 4 (December, 
1930), 685-86, Mercer G. Evans demonstrates the truth of this statement. 

* The formula is merely the regular capitalization formula, C = ~ , modified by the 
tax rate. But anyone can easily derive it for himself from the original equation: 

r __A-RC A 

T l+ir 
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The factors of the equation are easily explained. Assuming that the 
net income before the tax, the interest factor, and the tax rate are 
known, what is sought is the capital value of the property, as affected 
by the tax. Let C represent the capital value; A, the amount of the 
annual net income before taxes; 7, the market rate of interest used in 
the capitalization; 1 and R, the tax rate, expressed as a percentage of C. 
It is assumed that the tax is not shifted and that A, 7, and R are con- 
stant. Were there no tax, C would equal A divided by 7. But, since 
R is positive, the amount of income after the tax is less than A , by the 
product of R and C, because the amount of the tax is the tax rate times 
the capital value, which is the assessed value, ass uming the assessment 
to be made at 100 per cent of the capital value. 

Anyone can easily satisfy himself that no finite tax rate, however 
high, can consume all the capital value, 2 though the “confiscation,” 


Professor C. C. Plelm used a slightly different formula for the same purpose in a 
paper, printed in Proceedings , 1924, pp. 99-103, Appendix, “Tax Rates and Land 
Values.” Professor Plehn there cites an earlier treatment by himself of a kindred 
subject, entitled “Study of the Incidence of an Increment Value Land Tax,” in 
Quarterly Journal of Economics, XXXII, No. 3, 487-506. 

1 In Plehn’s formula, referred to above, instead of the interest factor, 7 , being used 
as a divisor, its reciprocal (here represented by P) is used as a multiplier, being 
known as the number of years* purchase of the rate, as follows: C=P(d — RC), 

from which C=^~ . 

3 The contrary belief arises from the false assumption that C is not affected by R* 
On that false assumption we would have, using the same values for A and 7 as be- 
low: When R is o, then 


n A—RC $1,000—0 * 

C= — = — = — =$20,000 ; 

I .05 


when R is 20 mills, or 2 per cent, 


li.ooo-.ojx^.ooo , 

•°s 

and, when R is 50 mills or 5 per cent. 


„ $1,000— .05 X$20, 000 _ 

c= =0. 

•°S 

In other words, the amount left, after the tax, decreases as R increases, until, when R 
equals 7 , there is nothing left, after the tax. But how could any property which had 
no income left after taxes be worth $20,000, or any other sum? 
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as it is often called, may be made as nearly complete as desired, by 
substituting the proper values for the symbols and solving for C. Thus, 
if A is $1,000; 1 , 5 per cent; and R, 0, 1, 5, or 100 per cent successively, 
as below, we have: 


„ $1,000 $x,ooo . 

C — — - - = — ’ — =$20,000.00 

.05+0 .05 

666 . 6 , 

.05 + .0I .06 ’ 

$ 1,000 $ 1,000 * 

c = j£g 2 0_ = l i 000_ 

.05 +1.00 1.05 


If we were to express the tax rate as a percentage of A rather than 
of C the rate could not exceed ioo per cent without destroying all of 
C. 1 Such is the English practice in the local “rates,” the “rate” being 
stated as a percentage of the rental rather than of the capital value, 
not of general property, but of real property only. The difference in 
practice is due to different conditions in the two countries, the rental 
value being more readily available in England, the capital value in the 
United States. The English practice is the simpler and less likely to be 


Various other truths, often either overlooked or not given their de- 
served emphasis, may be demonstrated by means of the formula. 
RC 

Thus, - j- is the capital value of the amount taken by the govem- 
A—RC 

ment, as — f — is the capital value of what is left for the owner. But 

RC . A—RC A 
I + I I 


Thus, if it is $1000; P, 20 (the reciprocal of .05); and R, .05, then 

soX$i,o°o 
1 + 20 X. 0 S ’ 

A—RA 

1 In that case, C* — j — , which value would be zero as soon as R reached 100 
per cent, or unity. 
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or the total capital value of A as it would have been if there had been 

no tax. For this value of j we may adopt a new symbol, V, which is 

the sum of the equity of the owner, plus the equity of the public 
treasury by reason of the sovereign power to levy taxes on property. 
The owner and the government are, in essence, joint beneficiaries of 
the aggregate capital value of property. Each essentially owns an 
annuity, the sum of whose capital values is V and the sum of whose 
annual values is A. The share which the state takes of A may be con- 
veniently stated in terms of the tax rate R and the interest rate 7 , as 
follows: from original formula, 

A=C(I+R ) 

±=I+R 

C_ x 
A I+R 

CR_ R 
A R+I - 


CR 

But — p is the tax, divided by the yield before the tax, and hence is the 

share of the yield, A, before the tax, taken by the government, and 
the share of the capital value which the government has taken for it- 
self. Thus, if R is .01 and 7 is .05, then the state’s share is — ^ 

or 16.67 pe r cent. If R instead is .05, then the state’s share is = 

or 50 per cent. And if R is 1.00, or 100 per cent, then the state’s 
• i'OQ __gQ 

share is —— or 95.47 per cent. The government, or society, if one 

prefers, does not limit itself to a fixed share of V. It takes what the 
authorities deem necessary, leaving the balance for the owner, who is 
thus the residual beneficiary. 

If the foregoing formula is turned to other uses, such as actually 
to compute C for assessment purposes, it should be used with great 
caution. In the first place, it is valid only in so far as the tax is not 
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shifted, and not valid where C is modified by some other factors 1 
than R, I, and A. In practice, except for taxes on land, these factors 
would be difficult to determine. In the second place, the value of A 
is not known, for it is a variable and uncertain A for a series of future 
years that must actually be reckoned with. 3 The same is true for R. 
In normal conditions in most American communities both A and R 
have been increasing, but the rates of increase, or even the certainty 
that they would increase, have seldom been predictable. Even I of 
the future is not accurately predictable. 

Perhaps the one thing most strikingly demonstrated by the capitali- 
zation formula is the similarity, though not the identity, of property 
taxes to the quitrents 3 paid in many of the colonies by settlers upon 
the virgin soil. It is true that the taxes are not, as were the quitrents, 
in the form of a fixed sum, say i penny per acre of land, though at 
that time taxes were frequently levied as a fixed sum per acre. It is 
also true that the taxes are not debts, while the quitrents were partly 
contractual payments and partly remnants of feudal dues. Likewise, 
there is no historical connection between the quitrents and property 
taxes. But, from the economic standpoint, the two forms of contribu- 
tions are alike in that they are permanent annuities, payable by the 
property owner, pro tanto diminishing his annual net return and pro- 
portionately reducing his equity in the land, always only, be it repeat- 
ed, in so far as they are capitalized. As evidence of the then recognized 
similarity may be cited the effective opposition of the colonial land- 
owners to the imposition of land taxes along with the quitrents. Thus 
in North Carolina there existed a land tax of 2^ shillings per 100 acres 
of land during the five years of 1715-20, and at the rate of 1 shilling 
and 8 pence for two years thereafter. 4 These were apparently the only 
property taxes in North Carolina prior to the Revolution, when the 
quitrents were abolished and property taxes began. “For many years 

1 Such as an anticipated transfer to some higher use, as for residential sites. 

3 If A increases by a constant amount annually, E, then the capitalization for- 

‘ A J£ 

mula, without any tax, is . 

$ Supra, chap. ii. 

4 Coralie Parker, The History of Taxation in North Carolina during the Colonial 
Period , pp. 126-27. 
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quitrents were used as a pretext by landowners pleading for immunity 
of land from its share of taxation.” 1 

The fact that American property taxes are chiefly taxes on posses- 
sions still further justifies the emphasis upon their quitrent-like as- 
pects. For, like the quitrent, and like interest on mortgage indebted- 
ness, they are payable as a condition precedent to the continued use of 
the property, regardless of the economic condition of the taxpayer. 

Unfortunately few inductive studies exist that could be used to 
check the preceding deductive analysis. Especially lacking are such 
studies covering urban property. The United States Department of 
Agriculture, however, working in co-operation with the agricultural 
experiment stations of a number of states has recently presented the 
results of studies covering property taxes on farms in these states, re- 
lated to the net returns from and the value of farm real estate. There 
are too many as yet uncertain factors in the two basic variables, net 
returns and taxes, for anyone to be justified in pressing the conclusions 
very far. The speculative factor in real estate values is not, more- 
over, and perhaps never will be, reducible to manageable terms for 
computation. Nevertheless, the data presented, covering only rela- 
tively small samples and only a few years, are at least not incompatible 
with the deductive conclusions of the present section, and in many 
cases strongly corroborate them. 

Table 16 shows the net rent per acre, property taxes per acre, and 
the percentages of taxes to net rent, for farms in fifteen counties sit- 
uated in thirteen states, for the years 1919 and 1924. In ten of the 
fifteen counties the net returns per farm declined, and in all fifteen 
counties the taxes per farm increased. The percentage taken in taxes 
increased in all counties. Considered alone, the data of Table 16 do 
no thing more than confirm the presumption that the value of farm 
real estate would fall because of the combined onslaught of falling 
rents and increasing taxes. 

Taken together with Table 17, however, the data of Table 16 are 
more significant. Table 1 7 shows the value per acre, taxes per acre, and 
the percentage relationship of these two magnitudes for 1919 and 1924, 
for the same farms covered in Table 16. In all but two counties, 
Sacramento of California and Delaware of New York, there was a 

* Ibid., p. 67. 
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more or less drastic decline in the value per acre. Reference to Table 16 
will show that in Sacramento County there was no decline in rent, but, 
on the contrary, an increase from $1040 to $17.77 P er acre. Though 
there was a rapid increase of from $1.36 to $4.23 in taxes per acre, the 

TABLE 1 6 


Net Bent per Acre, Taxes per Acre on Cash-rented Farms, 
and Relationship op Taxes to Net Rent, in Thirteen 
States por 1919 and 1924* 


State and County 

Net Rent pee Acee 

Taxes pee Acee 

Taxes as 
Percentages op 
Net Rent 

1919 

1924 

iqi 9 

1924 

1919 

1924 

California: Sacramento. 

$10.49 

$17.77 

$1 .36 

$4-23 

13-0 

238 

Illinois: Macoupin 

3-52 

3-54 1 

0.64 

0.72 

18.2 

20.3 

Indiana: Tipton 

938 

7.42 

1. 41 

2.22 

iS-o 

29.9 

Iowa: Union 

5- 2 9 

4.70 

0.84 

1. 25 

I 5-9 

26.6 

Iowa: Stoiy 

7.28 

6.90 

1-37 

1-38 

18.8 

26.5 

Kansas: Butler 

1.7, 3 

1-43 

0.41 

0.53 

23-7 

37-1 

Minnesota: McLeod. . . 

3-49 

3-74 

• 85 

I.26 

244 

33-7 

Nebraska: Wayne 

5-74 

4.07 

.67 

O.87 

a.7 

21.4 

New York: Delaware. . 

1.23 

1. 17 

.38 

O.63 

30-9 

53*8 

New York: Niagara. . . 

2.75 

2.47 

O.85 

1.78 

30-9' 

72.1 

Ohio: Franklin 

6.30 

6.34 

I. 14 

1.99 

22.4 

3i-4 

Oregon: Washington. . . 

4.34 

3.16 

I.64 

2.17 

37.8 

68.7 

South Dakota: Moody. 

4-76 

449 

0.77 

0.8l 

16.2 

18.0 

Utah: Salt Lake 

9.81 

8.86 

2.82 

4.82 

28.7 

544 

Wisconsin: Dane 

3 - 9 « 

4.04 

I,l8 

1.49 

29.6 

36.9 


* Whitney Coombs, Taxation of Farm Property, ‘Technical Bulletin” No. 17a (Bureau of Agricul- 
tural Economics, United States Department of Agriculture, 1939), p. o. This interesting study has 
drawn together the results of the work of the several state experiment stations. For details, the bulletin, 
and the citations therein, should be consulted. 

net income per acre, after taxes, increased from $9.13 to $13.54, or 
$4.41 ; this helps to explain the increase in value per acre of from 
$18449 to $225.67, even at a very high rate of capitalization. Though 
the taxes took a larger percentage of net income before taxes, there 
was still left for the owner an increased sum per acre. In Delaware 
County the decrease in rent, from $1.23 to $1.17, was small, but the 
increase in the taxes was substantial. Yet there was a slight increase 
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in the value per acre. Everywhere, however, there was some, and in 
many cases a drastic, increase in the percentage of value taken in taxes. 

The most interesting inquiry concerns the extent to which taxes 
were responsible for the fall in land value. Upon this question Table 
18 throws some light. It shows the average percentage in each county 

TABLE 17 


Value per Acre, Taxes per Acre op Case-rented Farms, and 
Relationship op Taxes to Value in Thirteen 
States por 1919 and 1924* 


State and County 

Value pee Aceb 

Taxes pee Acte 

Percentage 
Relationship of 
Taxes to Value 

1019 

1924 

1919 

1924 

1919 

1924 




lx- 36 

I4.23 

0.74 

1-87 


127.58 

72.19 

0.64 

0.72 

•So 

1. 00 

Indiana: Tipton 

238.63 

135-18 

1. 41 

2.22 

• 59 

1.64 

Iowa: Union 

165.83 

103.08 

0.84 

1.25 

•Si 

1. 21 

Iowa: Story 

296.07 

162.71 

x -37 

1.83 

.46 

1. 12 

.Kansas: Butler 

57 -oi 

53-15 

0.41 

0-53 

.72 

1. 00 


I36.6I 

108.36 

■85 

1.26 

.62 

1. 16 


243-31 

138.22 

.67 

O.87 

0.28 

0.63 

New York: Delaware. . 

128.57 

129.27 

.38 

O.63 

I -33 

2.15 

New York: Niagara.... 

no. 31 

no. 51 

0.85 

1.78 

0.77 

1. 61 

Ohio: Franklin 

194.67 

166.03 

I . 41 

1.99 

0.72 

1.20 


13^.51 

105.19 

I.64 

2.17 

1.20 

, 

2.06 

South Dakota: Moody. 

206.39 

104.95 

0.77 

0.8l 

0.37 

0.77 

Utah: Salt Lake 

278.13 

310.52 

2.82 

4.82 

1. 01 

1-55 

Wisconsin: Dane 

154.95 

101.36 

I. 18 

1.49 

0.76 

1-47 


* Coombs, Taxation of Farm Property , p. 53. 


that the rent, before taxes and after taxes, was of the value of the land, 
in 1919 and 1924, covering the same farms covered in Tables 16 and 17. 
The analysis is somewhat involved, and the conclusion must necessarily 
be guarded. But, so far as the evidence goes, it supports the hypothesis 
that the increases in taxes between 1919 and 1924 were rather com- 
pletely capitalized. The following facts gathered from Tables 16, 17, 
and 18 are involved: 

First, the taxes rose substantially. The average tax per acre in the 
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median county was 85 cents in 1919, and $1.38 in 1924; the average 
percentage of rent taken in taxes in the median county was 22.4 in 
1919 and 314 in 1924; and the average percentage ratio of tax to value 
in the median county rose from .72 in 1919 to 1.21 in 1924. 

Second, Table 18 shows that the returns, except in Sacramento 

TABLE 18 

Percentage Rent Was op Value op Selected Cash-rented 
Farms in Thirteen States, 1919, 1924'" 


Stats and County 

Before Taxes 

After Taxes 

Difference between 
Before and 
After Taxes 

1919 

1924 

1919 

1924 

1919 

1924 

California: Sacramento. 

5-7 

7.8 

5-0 

6.0 

0.7 

1.8 

Tllmois: Macoupin 

2.8 

4-9 

2.3 

3-9 

•5 

1.0 

Indiana: Tipton 

3-9 

5*5 

3-3 

3-9 

.6 

1.6 

Iowa: Union 

3-2 

4-7 

2.7 

3-4 

•5 

i -3 

Iowa: Story 

2.4 

4-2 

2.0 

3-3 

•4 

0.9 

Kansas: Butler 

3 -o 

2.7 

2.3 

i -7 

-7 

1.0 

Minnesota: McLeod. . . 

2.6 

3-5 

2.0 

2-3 

.6 

1.2 

Nebraska: Wayne 

2.4 

3 -o 

2.X 

2.3 

•3 

0.7 

New York: Delaware. . 

0.8 

0.8 

0.6 

0.4 

.2 

0.2 

New York: Niagara. . . 

2.5 

2.2 

1.8 

0.6 

.7 

1.8 

Ohio: Franklin 

3-2 

3.8 

2.6 

2.6 

0.6 

1.2 

Oregon: Washington. . . 

3.2 


2.0 

0.9 

1.2 

2.1 

South Dakota: Moody. 

1 

2.3 

M 

1-9 

3-5 

0.4 

■ 

0.8 

Utah: Salt Lake 

3*5 

2.8 

2-5 

i -3 

1.0 

1.5 

Wisconsin: Dane 

2.6 

4.0 

x.8 

2 • s 

0.8 

1-5 


♦ Calculated from Tables x6 and 17, supra. 


County, California, were low. The median percentage which the rent, 
before taxes, was of value was 2.8 in 1919 and 3.8 in 1924, while the 
median percentage which the rent, after taxes, was of value was 2.3 
in both years. The spread between rent before taxes and rent after taxes , 
was, therefore, .5 per cent in 1919 and 1.5 per cent in 1924. While the 
spread was not the same in all counties, in only one county, Delaware, 
New York, 1 was the spread not wider in 1924 than in 1919. The par- 
ticular direction of the spread is significant. 

z In which the value appears to have been maintained in both years by some 
factor other than the current rent 
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These facts are consistent with the following interpretation: First, 
2.3 per cent is the net current return, clear of taxes, and disregarding 
appreciation, which owners of these farms are willing to take on their 
investment. Second, when the taxes increase, the capital value is de- 
pressed so that the net current return, clear of taxes, remains at 2.3 
per cent. Third, since taxes increased and the gross rent decreased, 
the gross rent, before taxes, expressed as a percentage of value, should, 
of course, increase, as it did, in fact, from 2.8 per cent to 3.8 per cent. 
The capital value is the elastic element, being depressed by rising taxes 
and falling rents, so as to leave the net rent, clear of taxes, at 2.3 per 
cent for both years. 

One more factor needs mention. It is possible that the so-called 
“beneficial value” of public services, made possible by high taxes, will 
operate to increase the rent and thus make the capitalization process 
appear to be less sensitive to changes in net return after taxes. It is 
probable, in a community where the population demand and receive 
excellent and expensive public services, that property-owners will be 
able to command a higher return from their land. It will not be ques- 
tioned that state and local expenditures, particularly for the two most 
costly services, schools and roads, have increased, and that the public 
service of 1924 was superior to that of 1919. 

If the proceeds of taxes are used, for example, to build a road by which 
easy and rapid access to markets is secured, then the economic yield of the 
land will be increased just as much as if it had been possible to add increased 
fertility. Although the establishment of good schools is a less tangible feature 
than is the creation of better marketing facilities, it, too, will add to the 
desirability of the land, and will in course of time influence the rents which 
tenants are willing to pay for land. 1 

Mr. Coombs himself, after a theoretical analysis, concludes that, 
with rare exceptions, the taxes on farm real estate cannot be shifted, 
but must be capitalized.* And, in commenting upon the relationship 
of taxes to the value per acre, he says that “it is probable that an in- 
terrelationship exists between taxes and value. An increased level of 
taxation that is expected to be permanent will be reflected in the price 
a buyer will offer for land since his return will be reduced by the taxes 

1 Coombs, Taxation of Farm Property , p. 62. 

a Ibid., pp. 61-65. 
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that he has to pay. It is impossible at present, however, to segregate 
definitely the effects of the capitalization of taxes from the other factors 
that have caused land to decline in value since 1919.” 1 

TABLE 19 


Value or Farm Property, Earnings, and Taxes per Acre, 1909-28* 


Income Year} 

Value pee 
Acre. 
January z 

Rent} per Acre 

Percentage Which 
Rent Is op Value op 
Property 

Percentage 
Which 
Taxes 
Were op 
Value 

Before tans 

After taxes 

Before taxes 

After taxes 

1909 

EEI 

$1.89 

$1.63 

4.1 

3.6 

0-5 

1910 

Ice l 

306 

2.79 

6.5 

5-9 

.6 

1911 

47.66 

2.46 

2.17 

5-2 

4.6 

.6 

1912 

48.01 

2.29 

x.97 

4.8 

4.1 

•7 

* 9*3 

5 o-i 4 

2.86 

2.51 


5-9 

.8 

1914 

51-23 

3-09 

2.71 


5-3 

-7 

1915 

52-53 

3-44 

3-00 


5-7 

.8 

1916 

56.96 

4.07 

3.58 


6-3 

.8 

1917 

6 l. 2 I 

5-74 

5.20 


8.5 

•9 

1918 

68.14 

7.84 

7.26 


10.7 

.8 

1919 , 

75-79 

9.12 

8.46 


11. 2 

.8 

1919-20 

83.64 

6.17 

5-29 

8.1 

7.0 

o -9 

1920-21 

76.99 

1.24 

-39 

i -5 

0-5 

1.0 

1921-22 

67.67 

i -74 

.83 

2-3 

1. 1 

1.2 

1922-23 

66.75 

3-14 

2.15 

4.6 

3-2 

i -4 

1923-24 

65.02 

3 - 2 i 

2.25 

4.8 

3-4 

i -4 

1924-25 

64.66 

3 -S 3 

2.87 

5-9 

4.2 

i -7 

1925-26 

64.62 

4 . 3 i 

3-34 

6.7 

5.2 

i-S 


63.09 

3-69 

2.70 

5-7 

4-2 

i-S 


61.83 

3-84 

2.84 

6,1 

4.6 

i -5 


♦From Mabel Newcomer, “The General Property Tax and the Fanner,” Jour, of Pol. Earn., 
XXXVXDL, No. 1 (1930), p. 69. CL Newcomer’s text for further detailed explanations, methods, and 
sources. 


t Calendar year through 1919. Year ending June 30, from 1919-90 on. 

t Rent is net income less allowance to the farmer of wages for labor; that is, return for property 
investment. 


Because the property tax is so largely unshiftable, it appears burden- 
some in periods of depression, especially if the depression happens to 
coincide with rising taxes. But it is not correct to charge the variations 

'Ibid.,?. S 3 - 
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in the property tax with causing or contributing to “hard times.” The 
tax is, in fact, a much more constant factor than the rent on farm 
property, as is shown in Table 19. Thus, in the peak year 1919, when 
the rent per acre was $9.12, the rent per acre after taxes amounted to 
$8.46, the difference being 66 cents; in 1920-21, the year of lowest rent 
per acre, the corresponding figures were $1.24, 39 cents, and 85 cents. 
While the taxes per acre increased from 26 cents in 1909 to exactly 
$1.00 in 1927-28, the rate of increase was fairly steady. Rent, on the 
other hand, showed marked variations. Taxes are, in general, a reason- 
ably forecastable factor. 

IV. PROPERTY TAXES AS AN ELEMENT IN THE TAX SYSTEM 

If the foregoing discussion of the capitalization of the unshiftable 
part of the general property tax presents a substantially true picture, 
it serves to throw into sharper relief certain questions relating to the 
property tax as an element in the system. One question is concerned 
with how large a part of the total tax revenue should be contributed by 
owners of property in the form of property taxes. Another concerns the 
problem of temporal variations in the revenue requirements of the 
state and the variations in the tax burdens on property, as affected by 
varying yields of property and by varying capital values. A third has 
to do with the variations in tax rates among the various taxing units, 
which result largely from the discrepancies in the geographical distribu- 
tion of taxable property as compared with the distribution of the needs 
for public services. And, finally, a fourth question relates to the much 
disputed uniformity rule, and involves the question of whether, once 
it is granted that a certain percentage of all tax revenue shall be raised 
on property, that quota should be equally distributed among all classes 
of property. Upon a satisfactory solution of these four problems de- 
pends the retention of the property tax as an equitable fiscal device. 
But before taking up each of these questions in turn, it is desirable to 
consider briefly the general principles that underlie or justify the tax. 

A. THE PRINCIPLE OF AN ESTABLISHED TAX 

The justification of the American property tax is largely one of 
status. The tax is established; all parties interested have become ad- 
justed to it. The tax official has set up his administrative machinery, 
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such as it is. The public treasuries have come to rely upon the tax so 
completely that if a cog slips in the machinery and the assessment or 
the collection or both are delayed, the situation becomes extremely 
critical. 1 The taxpayer, by virtue of the process of capitalization, has 
bought himself free from any calculable, unequal part of the tax, and 
as for the general or equal or uniform part of it, he bears that in 
common with others. This argument is particularly applicable to real 
property taxes. So long as the tax does not increase rapidly either 
generally or locally, the payers of taxes on real property can have no 
valid claim, on the ground of justice, for material and sudden relief. 

It has, in effect, become an established practice to make the cost of 
public services of states and local governments a first charge upon the 
income from property in each particular taxing district, taxes on prop- 
erty having priority over practically all other claims, in good times or 
bad, regardless of temporal variations in the income. Some local gov- 
ernmental units have had their form and boundaries determined by 
the consideration of their prospective capacity for functioning as units 
of administration of the property tax. This is notably true of school 
districts, which are today the greatest spenders of public funds. It is 
true perhaps even more of park, drainage, and other improvement 
districts. No hope has been held out that property taxes would ever 
decline, and he must have been a reckless taxpayer who would have 
pinned his faith to such a hope had it been offered. Until recently no 
alternative source of revenue worth mentioning has been available. 
The property owner, who bought property on the basis of its yield 
before taxes, did so at his peril and often to his grief. There have un- 
doubtedly been hundreds of thousands of property owners who pur- 
chased property without reckoning adequately for taxes, who have 
suffered from their neglect. 2 But that is not due to lack of warning. 

If in some miraculous way it should be possible to finance any 

1 Consider, for example, the current condition of Cook County, Illinois, and all 
local governments within the county, resulting from the delay in collections due to 
the delay in the 1928 reassessment. 

8 They have, however, suffered much more from their failure accurately to fore- 
cast income from property before taxes, and in capitalizing temporary, abnormally 
high incomes. Cf. Newcomer, “The General Property Tax and the Farmer,” Jour, 
of Pol. Econ., XXXVm, No. 1 (1930), 66 , 67. 
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local government upon its present standard of public service without 
resort to the use of property taxes, and without imposing taxes or 
taking such other fiscal measures as would equally depress property 
values, he would be a poor prophet who could not predict that any 
resultant relief to local property owners would be temporary, extend- 
ing only to the present owners. The relief would be capitalized. On 
the occasion of the first sale after the relief the seller would pocket the 
capital value of the annual relief. The subsequent owners would be in 
no better position than before. Owing to the frequency with which 
property changes hands in the United States, the relief would not last 
long. The new owners would have to pay, or impute in interest, what 
the original owners, at the time of the relief, paid in taxes. It is not 
necessary to contend that there should never be any reduction of taxes 
on property. What follows shows the contrary. But local property 
tax relief is a temporary phenomenon. 

There does not, in fact, exist such a miraculous fund as was assumed 
above, from which the revenue lost by the abandonment of the local 
property tax could be replenished. It would be necessary to impose 
other taxes, and these taxes might be at least as depressing upon local 
property values as the property taxes, though this would not be likely 
with an income tax. Whether they would, in fact, be so depressive 
would depend upon many things, but chiefly upon the amount it was 
necessary to raise in other ways than on property, and upon the form 
and base of the tax. One need not adopt the physiocratic doctrine 
that all taxes must come to rest on the land, to contend that business 
taxes, income taxes, or sales taxes, if locally levied and pressed to yield 
that revenue now derived from local property taxes, might constitute 
such disadvantage to the locality, or even to the state, as to more than 
offset the advantage of relief from the property tax. Central levy and 
a dminis tration- of such taxes and division of yield would ameliorate 
but not obviate local inequalities. It is entirely possible, indeed highly 
probable, that in most states a better apportionment of the tax burden 
could be effected by heavier use of other taxes than is now the practice. 
The argument here is designed to show that such a shift in the revenue 
sources has limits that cannot be removed. Within proper limits, prop- 
erty taxation is rational and defensible. 
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B. THE BENEFIT PRINCIPLE 

The next task is to test roughly whether general property taxes, 
used as they are to produce 80 per cent or more of the local tax revenue, 
are justifiable as being proportional to benefit conferred, in proportion 
to ability to pay, or are so combined with other revenue sources as to 
involve a minimum of sacrifice in the payment of aggregate taxes of 
all kinds. 

Theoretically, no tax, at least in civilized states, is justifiable except 
on the ground of public benefit, but this generalization is not adequate 
as a statement of the test according to the benefit principle. Legally, 
taxes can be imposed only for public purposes; but whether the bene- 
fits are always equal to the sacrifice of the payment of the taxes levied 
is a question, theoretically, for the theory of consumption, and, prac- 
tically, for the statesman and the budget-maker. The benefit principle 
is invoked, as are other theories, to justify or condemn the apportion- 
ment of a given amount to be raised among various possible sources, 
and the apportionment of the quota for each class among the individ- 
uals within each class. The principle will not justify the general prop- 
erty tax as defined earlier in this chapter, much less according to the 
practices under most of the existing state tax systems. 

In the first place, benefit from public services is, for much of such 
service, indefinite and difficult to determine. Much of the service, such 
as that for schools, is of a nature so personal that only by the widest 
stretch of the imagination can there be any relation between the bene- 
fit and the property of each taxpayer. In the United States, not only 
has almost the entire cost of elementary and secondary education been 
made a first charge upon the income from property, but in many states 
thousands of minute districts have been created and the cost of educa- 
tion in each district has been made a charge upon the income, with 
resultant reduction in the capital value of the property, a fact that is 
strikingly notable in districts with relatively low valuations and, there- 
fore, with relatively high tax rates. Education is a service conferring 
largely a general benefit, although the service may benefit immediately 
the children living, for the time being, in each district. The general 
character of the benefit is recognized by educators and legislators to the 
extent that the schools are subject to state control and regulation, but 
only in unusual cases and to a limited extent has the central control 
brought with it central financial support. 
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A hypothetical example will serve to clarify the relationship. Dis- 
trict A has an aggregate tax rate of 50 mills while in an adjoining dis- 
trict, B, the rate is only 25 mills, the difference being due solely to the 
difference in the school tax rate, which is 35 mills in A and 10 mills in 
B . The effect of the capitalization process, assuming that no part of the 
tax is shifted, is that in A the capital value of each $100 of income, 
which before taxes would be ^2,000, would after the tax of 50 mills be 

.05^5 " 01 $ I > 000 > wbiIe “ B it; would be ^ or 333 - 33 - 
The aggregate tax in A would be $50 of each $100 yield before taxes, 
and the capitalized value of the tax, $1,000, while in B the tax would 
be $33.33, and the amount by which the capital value was depressed 


TABLE 20 

Full Value of General Property per School 
Census Child in Wisconsin, 1927* 



Total County 

Rural Part 

Urban Fart 

Largest value per child 

$10,527 

6,817 

5,166 

4,269 

2,685 

6,407 

$12,160 

7,444 

5,429 

4,337 

2,611 

5,913 

$10,730 

6,117 

S.oii 

3.801 

! 1,652 

6,798 

Upper quartile (eighteenth county) 

Median (thirty-sixth county) 

Lower quartile (fifty-fourth county) 

Smallest value per child 

State average 



* From J. Roy Bkragh, The Geographical Problem in Wisconsin Taxation* p. 64- 


because of the tax, $666.67. And this difference in effects in A and B 
is due to differences in concentration of property values, or, more 
basically, to differences in the localization of income earnings in com- 
parison with the concentration of children to be educated. 

Data showing these discrepancies may be gathered from every coun- 
ty in every state, though they are not everywhere equally striking. 
In Table 20 are shown the discrepancies in the full value of general 
property per census school child, by counties, for 1927, in Wisconsin. 
That state will probably rank somewhat above the average in the in- 
tensity of its industrial development. Such development will, in gen- 
eral, widen the discrepancies. Wisconsin data would, therefore, proba- 
bly be nearly typical, as far as intensity of industrial development would 
affect therm But, striking though the discrepancies are, they are in 
fact greatly understated. First, because the figures are averages of 











8o PROPERTY TAXATION IN THE UNITED STATES 


counties, and for the rural and the urban part of each county, respec- 
tively. Such averaging always conceals deviations of particular items. 
Second, the table understates what would probably be the typical dis- 
crepancies in the concentration of property, because Wisconsin has 
exceeded the average state in providing other than property tax sources 
for state and local purposes; this fact presumably would tend to even 
up the discrepancies. 

A double question suggests itself: What are the causes which pro- 
duce these discrepancies in the concentration of per capita, taxable 
property, and do they bear any relation to the necessity or propriety 
for public expenditures? 

The answer to the first part must be that the causes are legion in 
number, but they may be grouped under a few headings. There are, 
first, the geographical concentrations of natural resources such as coal, 
ore, waterpower, timber. Next, there are the often originally acciden- 
tal locations of transportation, manufacturing, and even trading 
plants. Third, there are the peculiar conditions of the diverse enter- 
prises which determine the ratio in which labor (and hence population) 
is combined with property in each taxing jurisdiction. A special case 
thereof is the fact of far-flung business boundaries bearing no relation 
to political boundaries, as where mercantile area has all its property 
value located perhaps in one political unit, but acquires its value from 
business transacted with residents of many other political units within 
a wide radius. And, finally, there is, of course, a long list of miscellane- 
ous reasons for discrepancies in the per capita taxable property, such 
as circumstances affecting the desirability of a region as a place of 
residence. The foregoing recital should readily justify the answer to 
the second part of the question, that there is no such close relation be- 
tween the location of taxable property and the needs for public ex- 
penditures as to justify the present practice of making substantially 
the entire cost of locally performed public services a first charge upon 
local property. 

Whatever the cause or causes of the discrepancies between locally 
taxable property and taxes made necessary by local or merely local- 
ized public services, the immediate results are two, namely, wide varia- 
tion in the percentage of the value of property taken per acre, and still 
wider variations in the percentages of the annual income taken in taxes. 
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Table 21 presents by averages for geographic division, and, for the high 
and low states in each division, the percentages which taxes on farm 
property were of the value thereof in 1924. That the method of pre- 
senting the data by averages for states tends to conceal extreme varia- 
tions is suggested by a comparison with Table 16 above, where figures 
by separate counties are given for 1919 and 1924. Table 21 shows vari- 

TABLE 21 

Taxes Paid on Farm Land and Buildings of Owner-operated 
Farms, Expressed as Percentages of Value of Land and 
Buildings, Showing Average Percentage for Each Geo- 
graphic Division, and Average for High and Low States in 
Each Division, 1924* 


! 

Division 

Percentage Taxes Were of Value 

i 

High 

Average 

Low 

New England 

2.07 

I.70 

1.23 

Middle Atlantic 

I.7I 

1*56 

1-47 

East North Central 

1,98 

1.46 

0.88 

West North Central 

1.62 

I.03 

0.78 

South Atlantic 

I.36 

0.98 

0.71 

East South Central 

I.99 

1. 21 

1.04 

West South Central 

i -55 

1.06 

0.83 

Mountain 

1.46 

1.3s 

0.99 

Pacific 

i *39 

I.IO 

I.03 

United States 

2.07 

1.22 

0.71 


* Coombs, Taxation of Farm Property , pi>. 57-58. The highest figure, 2.07 per cent, 
is for New Hampshire, in which state there is considerable marginal land. The lowest 
figure, .71 per cent, is for Florida. It may be misleading, unless the reader keeps in 
mind that the year 1924 was prior to the collapse of the land boom of that state. 

ations in the state percentages of from .71 per cent to 2.07 per cent, 
and the variations for individual counties and smaller taxing units axe 
unquestionably much wider, because the extremes of individual dis- 
tricts disappear in the average for the state. 

The variations in the percentages of income from property are, of 
course, much wider. Table 22 shows the percentages of net returns 
taken by property taxes, for some one year between 1924 and 1927, 
for 32 counties or districts in three states. Thus in North Carolina: 
while in Moore Peach County only 5.1 per cent of the net return before 
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taxes was taken in property taxes, in Catawba County the percentage 
taken was 277.8 per cent, and in four of the twelve counties were found 
deficits ranging from $36 to $117 per farm. 

The evidence shows that the benefit principle cannot justify the gen- 
eral property tax. The policy of making nearly all the cost of govern- 
ment a fixed charge upon localized property is not sound. But whether 
originally j’ustifiable or not, to alter such a policy sharply and suddenly 
would be largely ineffective, and would provide a bonus to present 

TABLE 22 

Counties or Districts within Specified States in Which Property 
Taxes on Farm Property Took High and Low Percentages 
op Net Income, for Specified Years* 


State 

Number op 
Counties ob 
Districts 
Studied 

Yeas 

High 

County ob 
District 

Low County 
ob District 

Percentage 

High 

Low 

North Carolina. 

12 

1927 

Catawba 

Moore Peach 


5-1 

Pennsylvania... 

4 

1924-25 

Warren 

Lancaster 

K7EI 

II. 9 

Pennsylvania^ . 

6 

1924-25 

Warren 

Lancaster 

102. 2§ 

16.7 

Virginia 

10 

1926 

Eastern 

Northern 


IS -9 


* Whitney Coombs, Taxation oj Farm Property , p. 41. 

t Catawba County showed the highest percentage of net return taken in taxes, where there was a 
positive average net return for all the farms m the county. Of the 12 counties studied, however, three in 
the Mountain area and one in the Piedmont area showed average deficits per farm of $90, $117, Si 13, 
and $36, respectively, before taxes, which amounted to I67, $64, $112, ana $57, respectively, per farm. 

t Owner-operated farms. All others were rented farms. 

§ Crawford County showed an average deficit per farm of $33, before taxes which averaged $117 
per farm. 

property owners who would capitalize the tax relief, leaving future 
property owners in a position no better than that of the present own- 
ers prior to such relief. This is not to say that the present contribution 
exacted from property is not too high, or that the present share of the 
revenue from property and consequently the present share of the capi- 
tal value appropriated by the government is proper. The conclusion 
of that matter must wait upon further analysis. The benefit principle, 
however, may be invoked to condemn the indefinite continuation of 
the existing practice of making the differential local taxes— that part 
of the local property taxes which exceeds the average, or some level 
below the average used for reference — a fixed charge upon local prop- 
erty. The public services are largely of a personal character, not close- 
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ly related to local property values. The benefits are widely diffused. 
The local political boundaries do not coincide with the business bound- 
aries, which inclose the factors that give value to property. 

C. OTHER PRINCIPLES AS TESTS 

Ability to pay 1 is the principal test, apart from the test of benefit, 
usually invoked to rationalize tax collections. There are other princi- 
ples, such as equality of sacrifice 2 and mi n imu m aggregate sacrifice 3 of 
tax payments. These tests, while not identical, are closely related. 
Ability to pay appears to be a very simple concept. But it is meaning- 
less until what constitutes ability and what constitutes a measure 
have been determined. The equal sacrifice and the minimum sacrifice 
are spedal refinements or adaptations of the test of ability to pay. 

A special use of the test of ability to pay has developed during the 
past decade among writers on educational finance, particularly those 
versed in elementary and secondary school finance. They generally 
assume, and the state tax systems for the most part justify, the as- 
sumption, that the measure of ability of a taxing district to support 
its public service — more specifically, its schools — is the market value of 
the property taxable in the district. It is evident that many of these 
writers are not familiar with the principles of shifting and capitaliza- 
tion, some of them appearing to assume that the value of property is 
not affected by the amount and rate of taxes levied thereon. They are 
consequently unaware of the ironic fitness of their test of ability in 
the only sense in which it can be true, namely, that capital value of 
property is the measure of the extent to which unshiftable property 
taxes have not destroyed the capital value of property. The test has a 
certain justification in that it facilitates the rough computation of the 
maximum annual amount that can be taken in the form of property 
taxes for school or other public services, in addition to present taxes, 
that amount being such an amount as will equal interest at the proper 

1 Cf. D. M. Means, The Methods of Taxation, chap. i. 

a Cf. J. S. Mill, Principles cf Political Economy (Ashley ed.), pp. 804 ff. 

* Cf, A C. Pigou, A Study in Public Finance, p. 7s, Also T. N. Carver, “The 
Minimum Sacrifice Theory of Taxation,” Political Science Quarterly , XIX (1904)9 
66-79. 
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rate on the existing capital value. 1 As a test of the propriety of the 
present property taxes and their allocation, this test of ability is not 
serviceable. 

The application of the test of ability to pay, in its proper form, to 
the general property tax need not detain us long. Ability to pay taxes, 
or the sacrifice involved in paying taxes, is related to the entirety of the 
taxpayer’s economic condition, most closely to his clear income. But 
there is obviously no necessary, or at best only a very remote, relation- 
ship between the clear income of a taxpayer, especially if he holds 
property heavily encumbered with debt, and the property taxes he 
may be required to pay. There can be only a very remote relation- 
ship, if any, between the variations in tax rates in different units and 
the incomes of the taxpayers in these respective units. The truth is 
that, in so far as the general property tax possesses the attributes of a 
quitrent charge, the test of ability to pay has very little significance. 

V. THE TAXABLE CAPACITY OP GENERAL PROPERTY 

If the foregoing analysis is correct, and if the property tax is, in 
effect, a fixed charge upon property income, there is need for a change 
in much of the thinking as well as in some of the writing on property 
taxation. 2 In the preceding section it has been implied that the prop- 
erty tax, partly because of its quitrent-like nature, should be as stable 
and as uniform geographically as the fiscal requirements would permit. 

European scholars almost invariably condemn not only the general 
property tax but also any comprehensive system of property taxation. 
German literature is descriptive of the medieval and more recent expe- 
riences of German states and cities with property taxation. 3 J. F. E. 
Lotz, writing in 1838, said that the property tax seems to have no 

1 It is not intended to imply that these writers would advocate such a step. On 
the contrary, they are most vigorous, and will probably in the long run be the most 
effective advocates of a more diversified tax system containing income taxes or other 
supplementary taxes, and of enlarged taxing areas which would remove many of the 
present inequalities. 

* S. E. Leland, in Bulletin, XV, 200-203, 234-42, calls attention to this need. 

3 Seligman relies heavily upon their criticisms without emphasizing the fact that 
the American tax is unique in many way's, but especially in the degree to which it 
has been made the sole or principal source of revenue, a fact which strengthens his 
adverse conclusions as to the American tax. 
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other purpose than to make the rich poorer, and, in the end, to make 
everybody poor, through taking (of property) without any basis in 
principle; 1 this is perhaps indicative of the attitude of his time. Leroy- 
Beaulieu states that rarely has a cruder instrumentality of taxation 
been devised. 2 Possibly the vigorous opposition to the property tax 
dates back to its unhappy origin as an emergency levy in times of war. 
A huge sum had to be raised to meet a desperate, extraordinary de- 
mand; and reasons of economy and justice had to be largely ignored. 
But not all of the antipathy can be traced to this unpopular origin. 
For several hundred years most, if not all, European states tried to 
apply taxes on property more or less closely resembling general prop- 
erty taxes. In all cases these taxes have either dissolved into their 
component parts, consisting of taxes on different classes of property 
and on income or business enterprise, 3 or they have tended to become 
supplementary taxes of secondary fiscal importance. Lotz states (1930) 
that recurrent property taxes are found in Germany, Switzerland, 
Netherlands, Denmark, Norway, Austria, Hungary, and the United 
States. 4 The United States is, however, the only country in which the 
tax is both regularly recurrent and of first-rate fiscal magnitude. In 
the German Reich, for example, the yield for 1929--30 was 542,200,000 
Reichsmark, 5 or about $129,000,000, while property taxes for all pur- 
poses in Cook County, Illinois, alone, for 1928 (collected in 1930), 

1 “Eine V ermSgenss teuer scheint keinen anderen Zweck zu haben als nur den, 
durch ihx principienloses Nennen den Reichen Snner und am Ende aHe arm zu 
machen” (Handbuch der Staatswirtschafislehre > p. 349). 

3 “Rarement, dans la fiscalit£ modeme, on a invent^ d’instrument plus grossier” 
{Train de la Science des Finances [8th. ed.] p. 61 5) . Leroy-Beaulieu directs the charge 
against the American general property tax. He adduces the customary adverse ar- 
guments, and, moreover, states that the tax is unproductive, which is not accurate, 
although it is true that the rates are high. He proceeds to discuss the Prussian 
property tax of 1895, an “ impdt complemcntoire” an “Ergtinsungsstcucr” supple- 
menting the income tax; and of this tax he approves because it is moderate and 
supplementary. 

* For a recent treatise of the evolution of a general property tax into its com- 
ponent and some accessory parts of land, buildings, and, business income, see 
Hermann Reutter, “Die Wtirttembergische GebSudesteuer,” Fmanz-Arckiv t XLVI, 
174-224, 632-71. The development of the buildings tax only is fully traced. 

* Finamwissensckaftj pp. 536-37. 

5 Wirtschafi und StaiisHk (1930), p. 382. 
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amounted to $181,414, 829.54, 1 which is perhaps $40,000,000 below 
normal collections, because of the delay after the 1927 reassessment. 

Contemporary European writers appear, however, to regard general 
property taxes with less antipathy than did their predecessors. Lotz 2 
concedes that a general property tax may be acceptable in two forms, 
and adds two other forms suggested by Moll: first, a general tax on all 
property, both producers’ and consumers’ goods; second, as a form of 
taxation of funded (unearned) income, imposed only on producers’ 
goods; third, a tax on easily acquired luxuries in times of major changes 
in wealth and income; and fourth, the nonrecurrent capital levy. Of 
these, evidently only the first bears any close resemblance to the Ameri- 
can general property tax. Lotz then limits the usefulness and propriety 
of such a tax to the economic status of the Middle Ages, or, at the pres- 
ent time, to the first stage of colonial development. It is noteworthy 
that German and other European scholars almost invariably regard 
property taxes as supplementary taxes (Erg&nzungssteuern) rather than 
principal taxes (Hauptsteuern). 

A. IS THE GOVERNMENT’S SHARE INCREASING TOO RAPIDLY? 

This inquiry is particularly appropriate at the present time. Taxes 
in absolute amounts have increased rapidly; this is also true of the 
per capita taxes, as shown in chapter i. But is there a marked tendency 

1 Statement from Cook County treasurer. 

2 “Trotzdem kann die allgemeine V ermSgenssteuer — in m&ssigen S&tzen erhoben 
— nicht nur eine brauchbare, sondem eine im Zusammenhange des Steuersystems als 
gerecht empfundene wiederkehrende Steuer darstellen, und sie gewinnt als solche 
sichtlich in der Gegenwart an Bedeutung. Erstens als ordentliche Steuer nach dem 
Masstabe sowohl des werbenden wie des Gebrauchsverm&gens, zweitens als eine 
Form der Besteuerung des fundierten Einkommens, wobei man sich konsequenter- 
weise auf werbendes VermSgen beschr&nken muss. Wie Moll ( Lekrbuch der Finanz- 
wissensehaft , ipjo, pp. 543 ff.) betont, treten nocb weitere Anwendungsfalle nach 
geschichtlicher Erfahrung hinzu: drittens eine auf gewisse Gebrauchsgegenst&nde 
sich erstreckende Vermdgenssteuer, welche schnell erworbenes Limisvermogen in 
Zeiten starker Einkommens- und VermSgensverschiebungen heranzuziehen Sucht. 
Der vierte von Moll erdrterte Fall bezieht sich nicht auf wiederkehrende Verm 5 gens- 
besteuerung, sondem betrifft den bereits oben erwShnten Gedanken, durch eine 
Starke emmalige Heranziehung der Vermdgenssubstanz im Lande eine dauemde 
Saniemng eines notleidenden Staatshaushalts herbeizufahren ,, (Finanzwissen- 
schaft, 1930, pp. 526-29). 



THEORY OF GENERAL PROPERTY TAX 


87 


toward increased property taxes, when expressed correctly as a per- 
centage of the true value of the taxable property? Unfortunately, no 
study has been made to show whether taxes actually are rising as fast 
as complaints would lead one to believe. The evidence, however, where 
analysis has been properly made, goes to show that the skyward tend- 
ency of true tax rates is greatly exaggerated. A tabulation of the tax 
rates for a considerable number of cities, adjusted for the unequal as- 


TABLE 23 

Average Property Tax Rates in Certain Cities, 1922-30 


Year 

Number of 
Cities 

Average Total 
Tax Rate per 
$x,ooo of Assessed 
Valuation 

Average Adjusted 
Rate per $ 1,000 
of Estimated 
True Valuation 

1922 

32 

$20.13 

$17-86* 

1923 

177 

31.09 

24.17* 

1924 

184 

32.16 

24.II 

1925 

215 

3I-85 

24.15 

1926 

215 

32.98 

23.66 

1927 

249 

33.16 

24.02 

1928 

237 

33-39 

24.07 

1929 

235 

33.51 

23 95 

1930 

185 

33.93 

24.71 


* Arithmetic average of tax rates. 


sessments prevailing, has been made by Mr. C. E. Rightor covering a 
period of nearly ten years. 1 The results as shown in Table 23 are the 
average aggregate rates of property taxes levied for city, school, coun- 
ty, and state purposes on property within the respective cities. The 
corrections to allow for the degree of undervaluation are based on esti- 
mates, because of the absence of actual sales ratios in many cities, and 
are the best that can be made in the absence of independent appraisals. 

If we disregard the low figure of $17.86 for 1922, because of the 
small number of cities reported (32), it will be seen that the tendency 
toward increases is not very pronounced. The $24.17 per $1,000 of 

* For a series of years Mr. Rightor of the Detroit Bureau of Governmental Re- 
search has been compiling data showing the actual percentages which the property 
taxes in the reporting cities were of the taxable property therein. The reported 
rates have been adjusted to allow for variations in the assessment ratios and other 
sources of noacomparability. The figures have been published in the December issue 
of the National Municipal Review of each year. 
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estimated true valuation in 1923 is not much lower than the corre- 
sponding figure of $24.71 for 1930. The increase for the 154 cities that 
were comparable for 1929 and 1930 was in fact only from $24.26 in 
1929 to $24.31 in 1930, or only 5 cents. 

In 1926 was completed a study covering the expenditures for state 
purposes in New York during the period 1917-23. 1 The increase was 
from $59,805,600 to $130,348,500, or 118 per cent, for general purposes; 
and from $76,910,300 to $136,035,000, or 76 per cent, when capital 
outlays from the proceeds of funds were included. 3 Upon analysis it 
was found that of the $70,542,000 increase in expenditures for general 
purposes, $31,295,000 or 44 per cent, was due to price inflation, and 
represented no real increase in expenditures, but was ascribable to 
higher prices and wages which the state, in common with others, had 
to pay, and was balanced presumably by the decreased sacrifice on the 
part of the taxpayers in paying. Approximately $9,240,000, or 13 per 
cent, was due to a change in the policy of financing construction from 
the proceeds from bonds, that is, to increased reliance upon a pay-as- 
you-go policy, also involving no real increase in expenditures. Of the 
balance, $16,000,000 was explained by necessary increases in services 
and construction due to increasing demand upon state institutions, 
and to neglect of maintenance and construction during the war years. 
The remainder, $14,000,000, represents the sum of real increase in 
public expenditures over which the state could exercise control, a large 
part of which was accounted for by the assumption by the state of a 
part of the share of the cost of elementary educational facilities. Mr. 
Heer concludes 3 that, in view of the fact that during the period the 
annual income of the people in the state increased by more than 
$700,000,000, the actual increase in taxes does not seem excessive. 

Table 24 shows an index of property taxes on farm real estate, by 
geographic divisions of the country, for the years 1924-28, the former 
year being taken as 100. There was an increase each year above the 
preceding year, the index being 105.1 for 1928. While the population 
and the property values of the country as a whole perhaps increased 
sufficiently to warrant a 5 per cent increase in taxes for the country as 

1 Clarence Heer, The Post-War Expansion of State Expenditures , published by the 
National Institute of Public Administration. 

a Ibid., p. 13. 3 Ibid., pp. 108-13. 
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a whole, there was no such increase in the farm population or in the 
value of farm property. There was, in fact, a decrease in the index of 
the value of farm real estate of from 130 in 1924 to 117 in 1928. 1 It 
may be that property taxes are steadily encroaching upon farm real 
estate values. 2 What is true of farm real estate is probably true in all 
industries where the use of considerable property is required in pro- 


TABLE 24 

Taxes on Farm Real Estate: Relative Change 
by Geographic Divisions, 1924-28* 


Geographic Division 

1934 

1935 

1936 

1927 

1938 

New England 

100 

100.9 

105.4 

108.8 

hi. 1 

Middle Atlantic 

100 

103. 5 

103.2 

i° 4 -S 

104.7 

East North Central. . . 

100 

99-5 

100.3 

103.0 

102.3 

West North Central. . 

100 

98.4 

99- 5 

100.8 

102.9 

South Atlantic 

100 

103 . 5 

hi. 1 

in. 9 

II 3-7 

East South Central. . . 

100 

101.5 

103.6 

103.4 

106.0 

West South Central. . 

100 

100. 1 

98.6 

103.5 

107.0 

Mountain 

100 

103.2 

102.3 

104.9 

106.0 

Pacific 

100 

100.9 

102.9 

105.6 

110.0 

United States — 

100 

100.3 

101.5 

103.6 

105. 1 


* Coombs, Taxation of Farm Property , p. 6. 


portion to the labor employed. Mr. Coombs is doubtless correct when 
he says in commenting upon the data of Table 24, that “the assembled 
data seem to indicate that the period of rapid raise of farm taxes has 
been passed and that, although a material decline is not to be expected, 
such increases as may occur in the immediate future will, on the aver- 
age, be slight.” 3 But it is precisely the long-continued “slight” in- 
creases that are significant. The test of the propriety of taking a given 
percentage of income from property in taxes can best be made where 
property taxes impinge most heavily. For 1927 it is estimated that, 

1 Coombs, op . cit., p. u. 

2 It may also be that during these years farm property in comparison with other 
property was too generously capitalized. If so, higher tax indexes were to be ex- 
pected. Cf. Newcomer, op. cit., pp. 65-69. 

3 Coombs, op. cit., p. 7. 
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of the $901,000,000 of taxes paid by farmers, 83.8 per cent was in the 
form of property taxes. 1 Reference to Tables 14 and 15, supra, will 
disclose that of the total of $9,059,590,000 of all federal, state, and local 
taxes collected in 1927, exactly 50 per cent was in the form of general 
property taxes. It may or may not be true that farmers pay too much 
in taxes; but it appears that they pay too much in the form of property 
taxes. 

If the tax rates are increasing, whether slowly or rapidly, the ques- 
tion is inescapable whether there is a limit to the taxes that can be 
collected on property. Single-taxers insist that any rental value, and 
consequently any capital value, after taxes, of bare land, is proof that 
there is an untaxed value, which may be taxed away by raising the tax 
rate. There is, therefore, no assignable limit to the tax rate on bare 
land. We may grant the theoretical accuracy of their contention with 
respect to bare land and such other values as are bound indissolubly 
to a given locality. If the tax on land is considered as a separate tax, 
there is no theoretical difficulty in raising the tax rates as high as is 
desired to approximate infinity when based upon capital value, and 
100 per cent when based upon annual value of the rent before taxes. 
But there is no theory which has specifically demonstrated either the 
possibility or the impossibility of such taxes on reproducible capital 
goods. And practical tax experience furnishes no guide here; for there 
is no record of recurrent taxes on producers’ goods at such high rates 
as are here contemplated. Capital levies of earlier times, and such 
levies as those contemplated in Europe since 1918, it is true, werfe at 
high rates, in some cases much higher than the current rates of interest. 
But such taxes are not comparable with a recurrent property tax. They 
were essentially nonrecurrent transfers to the public treasury of a 
part of the capital value of things owned. 

In contrast with land, reproducible goods must obviously have a 
value related to their cost of production, so long as they are to be pro- 
vided through private initiative in an exchange economy. It is prob- 
ably true that, as shown earlier in this chapter, at present tax rates 
the property tax on producers’ goods must rest largely on the owners 
of capital in general in the form of a lower interest rate, owing to the 
relative unresponsiveness of habits and practices of saving. But this 

x Ibid., p. 1. 
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unresponsiveness is surely not absolute. Should, for example, the in- 
terest rate become negative, through high taxes on producers’ goods, 
saving would undoubtedly be checked. The marginal productivity of 
capital, before taxes, would increase, and that of labor would decrease. 
Thus the high taxes on producers’ goods would tend to be partly borne 
by labor in the form of generally lower wages. 

The rigidity of the capital value of producers’ goods, in contrast 
with land, would, with increasing true tax rates, result in enormous 
revenue, assuming that all producers’ capital was taxed uniformly at 
those high rates. But, putting aside for the moment the question of 
this excess of revenue beyond governmental needs, one may ask how 
high the tax rates could go. Capital value could not, as a long-run 
proposition, be taxed away until all wages had been taxed away, that 
is, until taxes were taking substantially all of the national income. 
Such a stage would essentially be communistic or socialistic, depending 
upon the content assigned to those terms, as not only all property in- 
come but also substantially all other income would be taxed away. 
Such a system could not exist unless the state provided, by means of 
the tax revenue, for the needs of all. It is a corollary of this conclusion 
that property tax rates could not approach very close to infinity until 
the general property tax had displaced all other taxes. Since the tax 
rates of a general property tax are uniform for producers’ goods and 
land, it follows that the economic rent could not be taxed away until 
all interest and all wages had also been taxed away, because, so long 
'as the tax rate was less than infinity, there would still be some capital 
value left. If it were desired to tax away land values at an earlier stage 
in this contemplated development, differentially higher rates for taxes 
on land would be necessary. 

It is, of course, pedantic to talk of such high taxes on property or 
other items. Reference to Table 15 will disclose that the percentage of 
the national income taken in all taxes was 11.63, and that taken in the 
form of property taxes was 5.82. We are a long way from taking 100 
per cent of ah national income in taxes, and still farther from taking all 
the income in the form of property taxes. There is, as a matter of fact, 
a practical Emit to the tax, and to the expedient tax rate, very much 
lower than any theoretical limit. There are two reasons for this, one 
inhering in the nature of the institution of private property itself and 
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in the form of the property tax, the other in the availability of alterna- 
tive sources of revenue, which can be exploited with less sacrifice to the 
taxpayer than a property tax at high rates, perhaps even at present 
rates. 


B. INSTABILITY OF PROPERTY VALUES 

The capital value of property, at least of productive property, will 
tend to be the capitalized estimated income. Upon that cornerstone 
rests the theory of the present chapter. It is enough if that proposition 
holds true in general. But the capitalization process is imperfect, part- 
ly because of lack of basic facts, and partly because of ignorance of the 
process itself. The income realized from property may be much lower 
than anticipated; it is often higher, but rarely exactly what is antici- 
pated. It is necessary repeatedly to adjust the capital value. On the 
other hand, the imperfections of the assessment machinery are so 
great 1 that the assessment cannot speedily and clearly reflect these re- 
capitalizations. 

These maladjustments tend to become epidemic. They affect whole 
communities for a great variety of reasons, for better or for worse. 
The discovery of a valuable mine, the location of a railroad track, a 
change in freight rates, a new tariff law, or a World War may increase 
the actual or anticipated earning capacity of a community beyond all 
expectations. The newer expectations may not be realized and the 
resultant mistakes may produce inequalities in the taxes on property 
that has not been accurately capitalized. On the other hand, failure 
of crops, the removal of minerals, or a change in trade routes or even 
in consumers’ habits, or a great many other events may cause actual 
returns to be disappointingly low; and experience shows that such read- 
justments in capital value are but tardily recognized by the assessor. 
The other side is, of course, that the taxpayer gets the advantage of 
unexpected and tardily or never capitalized increases in property pro- 
ductivity. It is, of course, true that we can, by a statistical average of 
income from property, dnd a similar average of taxes, for the country 
as a whole, or for a state, or perhaps even for a county, show that taxes 
are a relatively constant factor. But the advantages of the untaxed 
values to some owners do not fully compensate for the taxation of 

z Cf. especially chaps, xi and xii, infra. 
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fictitious values to other owners. For, apart from the utility of the 
“saved” tax dollars as compared with that of the tax dollars paid on 
inaccurately high valuations, the latter leads to certain disruptive 
processes such as tax delinquency and tax sales, which are bad both 
for the taxpayer and the treasury. 

These discrepancies run, moreover, if not in cycles of alternating 
booms and depressions, at least variably from time to time for large 
areas. At times, the market value of property, in so far as it is not tied 
up without sale, moves at figures below the level that would be estab- 

TABLE 25 

Taxes on Farm Property op Owner-operated Farms, 

Expressed as Percentages op Net Return, 
by Geographic Divisions, 1922-27* 


Geographic Division 

1922 

1923 

1924 

1925 

1926 

1927 

North Atlantic 

34.2 

308 

32.4 

19. 1 

25.0 

20.0 

South Atlantic 

I S -9 

22.4 

21.0 

22.0 

24.2 

14.9 

East North Central 

32.1 

35-5 

27.7 

22.2 

26.4 

29.4 

West North Central. . . . 

24.0 

35*3 

22.4 

19.6 

26.9 

19.0 

South Central 

16.6 

23.0 

14.6 

18.3 

* 4-5 

14.0 

Western 

44.6 

33 -° 

24. 5 

17.2 

19.9 

14.9 

United States 

26.0 

3 i .4 

22.0 

19.7 

22.3 

18.5 


♦ Coombs, Taxation of Farm Property , p. 35. “Net return is average gross cash receipts from safes 
plus the value of food produced and used on the farm, plus change in inventory of personal property, 
minus average current cash expenses, minus the estimated value of family labor, including that of the 
owner.” 

lished by an accurate capitalization. The burden of what then seems 
to be taxes on inaccurately high valuations is aggravated by the prac- 
tice of splitting equities between mortgagor and mortgagee. The re- 
quirements Of the treasury must be met and the property owner must 
take up the slack. The public treasury is properly and necessarily the 
preferred claimant to its share of earnings from property, or even of 
the capital value, if the earnings do not suffice. That, at least, is in- 
evitable in an ad valorem property tax. The nominal owner takes all 
the loss of reduced earnings, or deficits, but he must meet the fixed 
charges of taxes and interest. Often, on such occasions, when the 
taxes are high and the property heavily encumbered, it is not worth 
while to pay both taxes and interest. Tax sales and foreclosures in- 
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crease in frequency. The nonpayment of taxes in turn may embarrass 
the treasury and necessitate higher rates on the property of those who 
actually pay, to mate up for the slump in collections and the reduced 
valuations. 1 


TABLE 26 


High and Low Percentages Taken by Property Taxes of Net 
Rent in States Investigated, in Specified Years* 


State 

Period 

Studied 

Year or 

Percentage 

High 

Percentage 

Low 

Percentage 

High 

Low 

Arkansas 

1921-25 

1923 

1922 

20.0 

16.5 

Arkansasf 

1922-26 

1923 

1926 

22.5 

10.9 

Colorado 

1919-26 

1923 

1919 

37-8 

22.7 

Indiana. 

1919-23 

1922 

1919 

43-1 

12.0 

Iowa (cash-rented) t 

1913-27 

1923 

1913 

36.1 

13-7 

Iowa (share-rented) f 

1913-26 

1923 

1913 

34-3 

6.6 

Iowaft 

1913-26 

1921 

1916 

52.0 

3 - 9 § 

Massachusetts, Westemf 1 1 . 

1922-23 

1922 

1923 

31-9 

19.6 

Massachusetts, Other f 

1920-23 

1921 

19*3 

137.6 

16.2 

Michigan 

1919-26 

1921 

1919 

70.5 

29.9 

Missouri, Northwestern 

1913-22 

1922 

1918 

17. 1 

93 

Missouri, Otherlf 

I 9 I 9“23 

1921 

1919 

22.0 

IO. O 

New Jersey 

1925-27 

1925 

1927 

54-3 

48.1 

North Dakota 

1919-24 

1921 

1919 

60.0 

14.8 

Ohio 

1913-27 

1922 

1914 

41.0 

21.4 

South Dakota 

1919-26 

1921 

1919 

54 <5 

l6. I 

Washington 

1924-26 

1924 

1925 

32.0 

26.7 


* Coombs, Taxation of Farm Property , pp. 14-38, 38, 40. 

f Owner-operated farms. All others are rented farms. 

% Not all the years during the period covered. 

§ Sample rather small; but the weighted average for the years 1913-16, was 4-9 per cent. 

|{ Middlesex and Berkshire counties. 

f Gentry, Boone, Andrian, and New Madrid counties. 

The variability of property net returns, and consequently of the 
percentages of the net returns which are taken by property taxes is 
demonstrated in Table 25, which shows the percentages of net returns 
from selected farm real estate by geographic divisions for the years 

1 Cf. chap, xiii, infra. 
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1922-27. The high percentages of 26.0 for 1922 and 31.4 for 1923, 
contrast sharply with that of 18.5 for 1927. There were no great varia- 
tions in the taxes during these years, so that the differences in percent- 
ages are primarily ascribable to variations in the net returns. The 
variability for the individual farm owners was of course much greater. 

The variability is still more clearly seen from Table 26, which shows 
the years of high and low percentages of net returns from farm real 
estate taken in taxes in all counties studied in each state and also the 
average high and low percentages for the state. Invariably, where the 
investigation dates back to these years, the high percentage figure 
occurs in 1921, 1922, or 1923. In states where the investigation dates 
back sufficiently, the low percentages occur prior to 1921, as was to be 
expected in view of the general upward trend of property taxes. But 
in all cases, the peat percentages in 1921, 1922, or 1923, were succeeded 
by lower percentages in later years. In Iowa in 1 91 6 the percentage was 
only 3.9, while in 1921 it was 52.0 for owner-operated farms. In. 
Middlesex and Berkshire counties in Massachusetts, the percentage 
was 137.6 in 1921, and only 16.2 in 1923. It is to be remembered that 
the percentages are averages for all the counties in each study. The 
variations within each county, and, still more so, the variations within 
each smaller taxing district would be much wider. 

All the uncertainties affecting current and anticipated income from 
property make the capitalization a very uncertain procedure. It is of 
special significance that most if not all of these difficulties become more 
serious in proportion as the taxes become high and consequently the 
capital value of property low. 1 They are further aggravated if, with 

1 That there is any relationship between the tax rates and the administration of 
the tax and its effects, is not always realized. Bullock, in his paper on the general 
property tax in Switzerland, cited above, points out this relationship. The warning 
is of greater significance today; for in the two decades since the paper was prepared 
property taxes have greatly increased. After pointing out that the Swiss cantons and 
municipalities have various sources of revenue, which render heavy property taxes 
unnecessary, and that hence the Swiss property taxes generally are relatively mod- 
erate, he states: "This fact I consider of capital importance. As will later appear, it 
goes far toward explaining the further fact that in Switzerland the property tax has 
not in general produced such intolerable conditions as attend its operation in the 
United States.' 7 

It is noteworthy that, even so, the Swiss cantons have recently found it proper 
to utilize alternative sources to a greater degree. Thus the canton Zurich in 1917, 
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difficulties of the sort just indicated, there happens to be under way- 
some expensive public improvement project, such as school buildings, 
streets, or highways, requiring heavy taxes or the issue of bonds with 
heavy taxes later on. 

It is possible, however, to charge faults against the general property 
tax with which it is not properly chargeable. Not every circumstance 
affecting the rate of earnings of property, whether current or tempo- 
rary, should be regarded as rendering the property tax objectionable 
merely because it takes a differential percentage of net income before 
taxes. “Of two landowners, one may apply improved processes and 
enjoy a large product; the other, although on equally valuable land, 
may suffer climatic reverses and produce far less.” 1 Doubtless the im- 
pairment of revenue due to “climatic reverses” should be allowed for, 
as it would be in an income tax, but as it cannot be in a property tax. 
But there surely is no reason why the landowner who “enjoys a large 
product” by reason of his use of “improved processes” should on that 
account pay higher property taxes any more than he should pay higher 
freight rates. It is well that personal inefficiency in the use of land and 
capital is not a reason for relief from property taxes, especially since 
such inefficiency is accorded preferential treatment under an income 
tax. Likewise, the general property tax is criticized because its uni- 
form rate will make the tax lighter, in terms of earnings, on such prop- 
erty as is used in risky ventures and, therefore, requires a high capi- 
talization rate compared with other property. To the extent that such 


after several years of serious deficits, “reformed” its tax system, making heavier use 
of the income tax, with a shift in the relative yields from property taxes and from 
income taxes as follows:* 


Yea* 

Revenue (in Feancs) 

Property Taxes 

Income Taxes 

Back Taxes, etc. 
(Undistributed) 

Total 


6,4x2,758 

7,765,020 

1,264,083 

15,442,061 

1918 

7. *47,893 

11,676,419 

581,348 

19,505,660 

1919 

7,277,910 

29,802,036 

338,153 

37,4x8,099 


9,129,956 

30,040,927 

285,907 

39,456,790 


•From Georg Schanz, “Die neue Steuerrefonn im Kanton Zorich,” Pinaiu-Archn, XL VI, 147. 
1 E. R. A. Seligman, Essays in Taxation , p. 57. 
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variations in the capitalization rates are known, they do not make 
variations in the percentage of earnings taken in property taxes ob- 
jectionable. Through adjustment of commodity prices and capital val- 
ue of land and producers’ goods, the present owners will tend to be 
shorn of any differential earnings except such as flow from the risk of 
the enterprise. The property tax is not an income tax. The objection- 
able inequalities in the percentages of earnings taken in property taxes 
are those that defy reckoning for capitalization purposes and those 
due to high variations in true tax rates among taxing districts. These 
inequalities tend to become greater with increasing economic complex- 
ity, and they become more serious, as shown above, as the property 
tax becomes heavier. They, therefore, constitute an argument against 
the too exclusive use of property taxes. 

c. AVAILABLE ALTERNATIVES 

Unless there are alternatives in the form of other sources of revenue, 
there is little hope for reducing property tax rates and keeping them 
stable. But such alternative sources of revenue are available, though 
the states are but tardily availing themselves of them, in the form of 
taxes on income, possibly on sales, and in the more careful utilization 
of fees and miscellaneous revenues. 

In colonial days, especially in New England, the legislatures sought 
to base taxes upon general ability to pay. In their judgment, property 
was only one element, ordinary persons represented by the poll, and 
persons with special capacity represented by the “faculty” element 
being the two others . 1 The two latter “abilities” fell into relative dis- 
use, perhaps partly because at that time they were not necessary to a 
fair distribution. The colonies were in such a primitive stage that a 
suitable single-basis system of taxation might work tolerably. 

There are no such states today. Property is unequally distributed; 
and a large part of the national income is derived from activities not 

1 It must not be assumed that such composite taxes whose base contained an 
element of ordinary or special labor incomes, and other specified sources of income 
given a capital value by some form of computation, have not occurred elsewhere. 
Medieval European property taxes sometimes were of this sort, and the same Is true 
of some of the more recent adaptations, though it is not a general practice today. 
Cf. citations by Seligman, Essays in Taxation, p. 39, of the works of Zeumer, 
Heidenhain, and MolL Cf. also Seligman’s own presentation, ibid., pp. 32-56. 
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closely connected with the use or ownership of property. The size of 
that share of the national income derived in ways not closely related to 
the use of property is not easy to determine. But of the $26,208,560,- 
568 of income reported as subject to the federal income tax in 1927, 
$10,218,449,780, or nearly 40 per cent, consisted of wages and salaries, 1 
which is of course very much less than the total income from personal 
efforts. Almost every class of income, other than wages and salaries 
reported, contains large portions not related to property use. 

In the main the classes not adequately reached by the property 
tax belong to two groups: One group consists of those who derive con- 
siderable income from investments or from personal exertion, in the 
form of wages or salaries or from business enterprises requiring little 
capital. The second group consists of those who have small incomes, 
chiefly from labor. The former can be reached on the income basis, 
the latter through selective sales taxes or through low-bracket income 
taxes. They possess capacity for payment of taxes not tapped where 
the property tax is the sole, or almost the sole, source of revenue. 

There are numerous reasons why these two groups, rapidly increas- 
ing in number, should be taxed, and should know that they are being 
taxed. There is a danger in extending the franchise to all, and limiting 
the tax payments to a relatively few citizens. Taxation of these groups 
would exert a wholesome influence upon voting for bonds and other 
projects requiring taxes currently or later to pay interest and princi- 
pal.* Some states recognize this weakness of the present system, as is 
shown by laws restricting voting upon bond issues. An additional, 
perhaps a better, safeguard would be a more inclusive revenue system. 

This is not the place to discuss the extent to which and the manner 
in which the several state have tapped other revenue sources. Recent 
studies of state income taxation describe the laws, dte the revenue, 
and discuss in detail the results of these experiments. 3 Nor is this the 
place to enter the lists against those opponents of the state income tax, 

1 Bureau of Internal Revenue, Income Statistics, IQ27, p. 30. 

a C£. A. A. Young, “Personal or Impersonal Taxation,” Proceedings, IX (1915), 
336 “ 45 * 

3 d. Stole Income Taxes (2 veils.), National Industrial Conference Board. Also 
State Income Taxation by Professor Roy G. Blakey, Publication No. 31 of the League 
of Minnesota Municipalities. 
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and possibly the opponents of selective sales taxes, who argue that such 
taxes will ruin the state by depressing business and property values. 
It would indeed be possible to work these other sources too hard, 
particularly if taxes on them were introduced abruptly, to the detri- 
ment even of taxpaying property owners. But the experience of the 
states shows, since Wisconsin in 191 x demonstrated that a state income 
tax is capable of being satisfactorily administered and of yielding suffi- 
cient revenue to produce real relief to property owners, that such a tax 
can be utilized without harm to the industry of the state. 1 Sales 
taxes offer, from present appearances, less hope for substantial relief 
from excessive property taxes; yet from that source, as well as from 
income taxes, revenue can be obtained to help remove the strongest 
objection to the property tax, namely, its wide territorial variations. 2 
Obviously, not all of the states have the same reason — a larger yield 
of revenue — for adopting at once such other taxes. The industrially 
developed states have greater need of additional revenue, and for a 
broadening and diversification of their tax bases to include other 
taxes supplementary to the tax on property. But the question, prop- 
erly enough, is under consideration in practically every state. 

1 Cf. G. L. Lefler, Wisconsin Industry and the Wisconsin Tax System , published 
as Bulletin No. 1 of the Bureau of Business and Economic Research of the Univer- 
sity of Wisconsin. 

2 Cf. J. P. Jensen, “General versus Selective Sales Taxes,” Proceedings , XXII 
(1929), 403-12. 

National Industrial Conference Board, General Sales or Turnover Taxation . 



CHAPTER IV 

EXISTING DEFINITIONS OF TAXABLE PROPERTY 

When we examine existing property tax systems, it becomes at once 
apparent that in no one state does the law establish a tax base con- 
forming even approximately to either of those just discussed. Taxable 
property consists neither of all equities nor of all tangible objects plus 
nonrepresentative intangibles, but, in every state, of a unique com- 
bination of these two bases. Many of the differences in the content of 
the bases reflect differences in the economic and political conditions of 
the respective states. On the other hand, many of the provisions would 
not be justifiable anywhere. 

For purposes of comparison, the bases upon which property taxes 
are levied in the different states are best described in the answers to 
three questions: (i) Whose property is taxable, or to whom is property 
taxable? (2) Where is its taxable situs? and (3) What is the taxable 
status of each of the principal classes of intangible property? To have 
a complete definition of taxable property, it is necessary to consider 
what property is exempt; this will be done in chapter v. 

I. CONSTITUTIONAL AND STATUTORY REQUIREMENTS 

American state legislators appear to have been dominated by the 
conviction that all property, less such exemptions as might be author- 
ized, should be taxed. Their zeal often exceeded their judgment, for 
they did not always understand the difficulties of defining property and 
of reaching it all equitably. There are still many persons in responsible 
positions 1 who argue that the general property tax, reaching all proper- 

1 Mr. Noah Bowman, who, by reason of a temporary setback of the Republican 
party, was for two years chairman of the Kansas Tax Commission, in 1924 aston- 
ished the delegates to the Seventeenth National Tax Conference by saying that the 
Kan sas general property tax was “theoretically perfect, and all that prevents it from 
being absolutely and practically so is our inability to legislate good conscience in 
and greed out of the officials who administer the same” ( Proceedings , XVII [1924], 
48 - 54 )- 
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ty and treating it all alike, is not only correct in principle but also capa- 
ble of honest and effective administration. While no careful student 
today holds this view, legislators in the past did hold it. For proof, one 
need only note with what meticulous care constitutions and statutes 
have been designed to reach all property. 

The law may at one time provide that all persons shall pay taxes; at 
other times, that all property shall be taxed ; frequently both provisions 
occur. It was evidently not always clear whether the general property 
tax was a tax on all persons according to the value of their property or 
a tax on all property, regardless of ownership. In fact, it is a combina- 
tion of both. It is less frequently required that all persons must pay 
taxes than that all property must be taxed. There is also considerable 
variety in the form taken by these provisions requiring universality. 

The Massachusetts constitution recites that power and authority 
“are hereby given and granted to the said General Court .... to im- 
pose and levy proportional and reasonable assessments, rates, and 
taxes upon all the inhabitants of, and persons resident, and estates 
lying, within the said commonwealth .” 1 The New Hampshire constitu- 
tion 2 repeats this provision almost verbatim. It is typical of the pro- 
visions found in the constitutions of the older commonwealths. Some 
of them explain why universality is prescribed. Thus the Declaration 
of Rights of Maryland states that “Every person ought to contribute 
his proportion of public taxes for the support of the government, ac- 
cording to his actual worth in real or personal property.” 

As the constitutions grew longer and more elaborate, in the attempt 
of the electorate to limit the powers of the legislature, the broad provi- 
sions of the colonial documents were replaced with more specific pro- 
visions relating to the taxation of persons and property. But the 
specific provisions seldom assume the form of a requirement to tax all 
persons. And when such is their form, it appears to be rather acci- 
dental, so strong has become the fiction that it is property, not persons, 
that is taxed. 

There is, for example, a group of states whose constitutions have 
specifically required all persons to be taxed. In Illinois it was required 
that the general assembly “shall provide such revenue as may be 
needful by levying a tax by valuation, so that every person and corpora- 

1 Part n, chap, i. Art iv. * Art. v. 
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lion shall pay a tax in proportion to the value of his, her, or its proper- 
ty.” 1 Equivalent provisions were inserted in the constitutions of 
Idaho, 2 Nebraska, 3 Utah, 4 and Washington. 5 Nebraska changed the 
term “property” to read “property and franchises,” and in 1920 per- 
mitted limited classification. 

But if the constitutions seldom state specifically that all persons, 
natural and corporate, shall be taxed, such is generally implied or stat- 
ed in other douments, statutory or judicial. Thus, it is usually provided 
that all residents shall either list or aid in listing their property for taxa- 
tion. 

More often the constitutions require all property to be taxed, the 
requirement frequently appearing in more than one form in the same 
document. In some cases the legislature is given power to tax all 
property. The constitution of New Hampshire, for example, states 
that “full power and authority are hereby given and granted to the 
general court to impose and to levy proportional and reasonable 
assessments, rates, and taxes .... upon all estates.” 6 This is very 
general and appears to be permissive only. It is typical of the provi- 
sions in the older documents. Recent constitutions are much more 
specific and sometimes mandatory. 

In the Arizona constitution we read that . all property .... 
shall be subject to taxation.” 7 Similarly, in Wyoming, it is required 
that “all property .... shall be assessed for taxation.” 8 California, 9 
in a slightly different form, provides that “all property .... shall be 
taxed.” This is the more common form, being found in the constitu- 
tions of Texas, 10 Utah, 11 Virginia, 13 Washington, 13 and, with more or 
less significant modifications, in those of a number of other states. But 
in all it is dear that universality was intended. In sundry other ways the 
induslon of all nonexempt property is hedged about, indicating a well- 
founded belief on the part of the electorate that any loophole, through 

* Art ix, sec. 1. 

2 Art vii, sec. 2. 3 Art xv, sec. 2. 

3 Art via, sec. 1. * Art. xiii, sec. 1. 

4 Art xiii, sec. 3. Amended 1930. » Art viii, sec. 1. 

5 Art vii, sec. 2. “ Art xiii, sec. 2. 

6 Art v. 12 Art xiii, sec. 168. 

7 Art ix, sec. 2, « Art vii, sec. 1. 
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which evasion can be practiced, will be discovered. For example, con- 
stitutional provisions frequently require that certain property, usually 
that of corporations, shall not escape. Thus in Arkansas it is ordered 
that “the power to tax corporations and corporate property shall not 
be surrendered or suspended by any contract or grant to which the 
state may be a party.’’ 1 2 Colorado, 3 Georgia, 3 Louisiana, 4 Pennsyl- 
vania, 5 Texas, 6 and Washington, 7 accomplish the same purpose, al- 
though in some cases with different phraseology. In a few instances, 
corporations of a special kind are mentioned. Thus in Kansas, until 
1924, the legislature was required to provide for taxing “the notes and 
bills discounted and purchased, moneys loaned and other property, 
effects and dues of every description (without deduction) of all banks 
, . . . , so that all property employed in banking shall always bear a 
burden of taxation equal to that imposed upon individuals.” 8 This 
provision was borrowed word for word, from the constitution of Ohio,* 
where it was effective until 1929. It was also copied verbatim in the 
South Dakota constitution, 10 but was there abolished in 1918. 

Somewhat similar is the provision found in Illinois, and in a few 
other states, to the effect that no commutation shall be “authorized in 
any form whatever.” 11 Illinois and other states have suffered from giv- 
ing tax exemption or tax commutation to corporations, chiefly rail- 
roads, especially during the decade prior to the enactment of the pres- 
ent constitution of 1870, The original line of the Illinois Central Rail- 
road is now operating in Illinois under a charter of this nature. The 
universality and uniformity features of the property taxes during the 
past few decades in the United States are in part a heritage from the 
attempts to compel these corporations to bear their fair share of taxa- 
tion. These features have persisted even though the situation that 
called them into existence has disappeared. 

A slightly different provision is found in the Colorado constitution, 
to the effect that “no county, city, or town, or other municipal corpora- 


1 Art xvi, sec. 7. 

2 Art x, sec. 9. 

* Art vii, para. 5. 

4 Art x, sec. 1. 

5 Art ix, sec. 3. 

6 Art viii, sec 10* 


* Art vii, sec 4. 
8 Art xi, sec 2, 

* Art xn, sec 3. 
“Art xi, sec 4. 
s Art ix, sec 6. 
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tion, the inhabitants thereof, nor the property therein shall be released 
or discharged from their or its proportionate share of taxes levied for 
state purposes.” 1 To an equivalent clause, the constitution of Texas 
adds the proviso, “unless in case of great public calamity in any such 
county, city, or town, when such release may be made by a vote of two- 
thirds of each house of the legislature.” 2 Such release from taxes, 
whether before or after their imposition, is not commonly granted in 
the constitutions, but occurs, on occasion, in more or less unofficial 
ways. It was a common practice for colonial legislatures to exempt, 
from their quota of colonial taxes, towns which had been ravaged by 
Indians or had otherwise suffered from emergencies. 

In so far as the property taxes fall upon real estate there is other 
evidence from many sources showing the tax to be on property, a tax. 
in rem, rather than on the person, in personam. Real property is always 
taxable in the taxing district of its location. The rate of the tax is the 
rate of the district of situs, and not that of the residence of the owner. 
The laws governing the assessment and collection are those of the state 
of situs; and non-resident taxpayers must be familiar with those laws. 
“The land stands accountable to the demands of the state, and the 
owners are charged with the laws affecting it, and the means by which 
these demands may be enforced.” 3 That the property is assessed to the 
legal, not to the equitable, owners, is a rule that has admitted excep- 
tions — where, for example, in case of mortgaged real estate, the mort- 
gagor and the mortgagee were assessed each on his equity. But in such 
cases the mortgagor almost invariably contracts to pay the tax on the 
mortgage. Ownership of real property being a matter of public record, 
the assessors almost invariably obtain their information as to the per- 
son against whom realty is to be assessed from the public records; and 
the owner is not often called upon to give evidence as to the value. The 
taxable status of real property, except where it is exempt on account 
of the purpose for which it is used, is determined impersonally, not 
only without reference to the economic condition of the taxpayer, but 
also usually without involving the taxpayer in the assessment proce- 
dure. And if the tax on real property becomes delinquent, the hen for 
taxes runs against the real property only, and the lien for the tax on 
each specific parcel runs often against that parcel only, 

1 Art x, sec. 8. a Art viii, sec. io. 

3 BaUard v. Bunier , 204 U.S. 241, 254-57, and cases there cited. 



DEFINITIONS OF TAXABLE PROPERTY 105 

Taxes on tangible personal property are also largely impersonal. 
The owner or his representative is usually called upon to assist in the 
assessment, but deductions for debts, or any other adjustment accord- 
ing to the taxpayer’s economic situation, are rarely allowed. And the 
lien is not so severely restricted. Even so, the property tax on tangible 
personalty is overwhelmingly impersonal. In the taxation of intangible 
personalty there is, as will appear presently, much more of the personal 
element. 


n. THE TAXABLE SITUS 

The practices in the different states with reference to the tax liability 
of different classes of property may best be discussed in the light of a 
general classification of property. Property is usually classified as 
either real or personal. Real property is taxable only in the tax district 
in which it is located. Less uniformly, and with increasingly numerous 
and important exceptions, personal property is taxable in the district 
of the owner’s residence. The old rule that personalty follows the 
owner, mobilia sequuntur personam , was long ago found inadequate and 
has been modified. But this modification, though made to secure a 
better situs in particular cases, has itself given rise to vexing problems, 
because situs can sometimes be established on several grounds; this 
often leads to multiple taxation, but probably oftener to evasion or 
avoidance. 

Real property, as far as the physical objects go, includes land and 
anything permanently attached to it. 1 Most of the states have by 
statutory enactments defined property that is to be taxed as realty 
within their own jurisdiction. The definition of any one state does 
not, however, bind any other state, which may and often does adopt 
a different definition. 

It is frequently not so much a question of whether or not a given 
parcel of property is realty, as of determining to what extent it is such. 
Ownership of a parcel of real property involves a large number of 
rights; and the parcel may be realty with respect to some and not with 
respect to other rights. If the land and its fixtures are held in fee sim- 
ple, this interest in the property is real estate. If the holder owns only a 
life estate, such an estate, although realty in law, is obviously worth less 

1 See Edmund F. Trabue, Proceedings , 1914, pp. 242-61, for an analysis of situs 
cases for taxation. 
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in the market than an estate in fee simple. If allowance is made for 
this diminution in the value of the property, a part of the property 
obviously avoids taxation, unless the other part of the interest is taxed. 
Reversions, remainders, the rights of dower or curtesy of wife or hus- 
band, respectively, easements, and possibly other less common estates 
are real estate in common law and thus have a definite taxable situs at 
the location of the property they represent. They are taxable as real 
estate only at that place, and, so far, there is no multiple taxation. But 
if the holder of one of these realty rights could not be found or taxed, 
the property would to that extent escape taxation, unless it could be 
made taxable to such owners of interests in the goods as can be found. 

A group of interests in land and improvements are regarded as of 
less dignity in law and are said to be personal property. The rights and 
interests of the leaseholder and of the mortgagee are usually of this 
type. Leaseholds and mortgages, with the interests they represent, are 
generally personal property, always so under the common law and 
generally so under statutory provisions. The importance of this dis- 
tinction between realty and personalty is that the latter is, under the 
present confusing status of constitutional tax law, taxable either at the 
residence of the owner or at the location of the property, if it can be 
said to have any definite location, or possibly in both places, especially 
if one of the tax claims happens to arise outside the state of its loca- 
tion. 

A few of the states have not attempted to modify the common-law 
rules covering the definition of realty. Others have made definitions, 
which neither add to nor detract from the common law definition, 
either by enumerating such items as would be comprehended in the 
common-law definition or by making a general statement which must 
be referred to the common law for interpretation. The statutes of Ala- 
bama provide that real estate shall be such as will pass to a vendee by 
conveyance of sale. But the common practice is to enact special 
definitions which facilitate tax administration and which enlarge or 
diminish at will the common-law category of real estate, usually with 
the object of enlarging the tax base in the state, and with scant regard 
or no me fear the tax base in other states or for the property that may 
thereby be made subject to multiple taxation. 

Where the definitions are made in terms of types of property that 
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are or are not to be regarded as realty, the tendency is probably to en- 
large the scope of personalty, for the obvious reason that to do so gives 
the administration a freer hand in taxing property. The principal 
property of this type is that of various public utility corporations. 
Arizona thus declares the following to be personal property: Gas, oil, 
and water mains, pipes, conduits, and subways, but not railroad tracks. 
So also tracks, roads, and bridges of street railways, turnpike and 
bridge companies, and apparatus of telephone and telegraph com- 
panies. California declares telephone and telegraph lines to be person- 
alty. Kansas treats certain real property of railroads as personalty, 
and also all property owned, leased, used or acquired, or employed by 
any railroad company or corporation situated on the right of way with- 
in the state. Michigan declares tp be personalty the mains, pipes, and 
wires of electric, natural gas, coke and other companies; so also all 
tombs and vaults for hire, and stock of corporations owning them. 
South Dakota has a similar provision. Montana assesses as personalty 
gas and water mains and pipes laid in the street; also tracks of street 
railroads and bridges. Ohio orders that roadbed, water and wood sta- 
tions, and such other fixed property as is necessary for the daily 
running of railroads be classed as personal property. Washington com- 
prehensively declares all operating property of street railways, real or 
personal, to be personalty for purposes of taxation; so also all gas and 
water mains laid in streets, alleys, and roads. Wisconsin very exten- 
sively transforms the property of public utility corporations into per- 
sonalty. 

On the other hand, if realty is defined in terms of the elements of 
ownership, a tendency appears to enlarge the category of realty at the 
expense of personalty. As observed above, mortgages are for the most 
part personalty under the common law. Six states, California, Colora- 
do, Massachusetts; Nebraska, Nevada, and Wisconsin, either expressly 
or by implication have taxed mortgages as interest in real estate, so 
that they were taxable only where the realty on which they were based 
was located, 1 although the payment might usually be made either by 
the mortgagor or the mortgagee. This apples to domestic mortgages 

1 This restriction applies of course only to the state so defining mortgages. There 
5s nothing to Hadet any other state from defining these same mortgages as personal 
estate and taxing than as such, to theheider, if fedklmsoeh other state. 
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only, foreign mortgages being, there as generally elsewhere, taxable as 
other representative property in the respective states. 1 California ex- 
cepts from this provision mortgages on railways and other public 
utilities, which are otherwise taxed. In Nevada, railroad bond mort- 
gages are similarly treated. 

Public lands to which the title has not yet been completed, if the 
title still vests in the state or in the United States, 2 remain to be dis- 
cussed. If the title vests in the state the case is quite simple. The 
property can be regarded as either personalty or realty, and it is, in 
fact, indifferently classified as either, the law presumably conferring 
that character upon the property which will tend best to conserve or 
expand the state’s tax base. If the title still vests in the United States, 
the problem is often quite perplexing. As federal property, the land 
cannot be taxed by the state. For that reason, settlers on homestead 
lands, or persons holding rights to, and interests in, minerals, timber, 
and improvements on land nominally vested in the United States, have 
often delayed completing the title, thereby avoiding property taxation 
for all purposes, even though the remaining act of completing the title 
is merely a formality. This practice has considerably increased the 
rate of taxation for those who have already 4 proved up,” and has 
diminished the revenue of the district, often blocking needed public 
improvements. Protracted delay in obtaining title, and, therefore, in 
becoming liable for taxes, constitutes a problem of considerable im- 
portance in new regions, where corporations hold rights, for example, 
to cut timber on the lands of the United States, or otherwise exploit 
natural resources. 

To remedy at least a part of the resulting unfairness, many states, 3 
especially those settled under the provisions of the homestead acts, 
have declared certain interests to be personal property that would 
otherwise remain realty. California, Montana, and Utah regard stand- 

1 That is, as personalty. The law here has reference to the mortgage as a debt 
doe the mortgagee or holder, and ignores the aspect of it as an interest in real prop- 
erty, which, of course, it could not tax since it is located in another state. 

3 For a recent discussion of this problem, see IJ. L. Lutz, “Taxation of the 
Public Lands,” Proceedings , ipj?/, pp. 202-47. 

3 Arkansas, Indiana, Michigan, Nebraska, New Mexico, North Dakota, Okla- 
homa, Oregon, South Dakota, Washington, and Wisconsin. 
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ing timber owned by individuals or by corporations, with title vested 
in the United States, as realty. 

At any time there is a continual process of transformation from 
realty into personalty and vice versa. Timber, minerals, and growing 
crops, regarded as realty while developing, become personalty by being 
severed. On the other hand, personalty such as lumber, steel, concrete, 
etc., becomes real estate by being made a part of a building. While the 
transformation is going on, the status is at least uncertain; and there is 
opportunity for evasion, on the one hand, and unfair taxation, on the 
other. Specialties, such as mines, minerals in the mine, quarries, fossils, 
fields of peat and marl, shore rights and privileges, and growing trees, 
unless owned or leased separately, are regularly counted as realty. 
Their products, as soon as severed, become personalty. 

To the general rule that real property is taxable and listable, or 
returnable for taxation, in the state where it is situated, there are now 
no exceptions. For no state can, under our federal constitution, "im- 
port” property for taxation from another state. And within each state 
real property is everywhere taxable and listable where it is located, or 
where, in case of railroad and other centrally assessed property, it may 
be constructively located. But this rule was not always readily 
acceptable. 

As early as 1636 it was enacted in Massachusetts that "ail men that 
live in this jurisdiction are to be rated only in the place where they live 
to all public rates and these that live not in this jurisdiction are to have 
their goods, stocks, and lands rated where they are in being.” 1 That 
requirement attempted to tax residents of the colony on their property 
regardless of its location, and nonresidents upon such property as they 
owned in Massachusetts. In 1639 it was further attempted by the 
General Court to tax residents of Massachusetts on estates in England 
"for what they are worth”; this practice, however, was abandoned in 
1641. This conflict was one of the unsettled problems inherited from 
England. 3 

1 Douglas, Financial History of Massachusetts , p. 18. 

3 The English law of 1601 specified two principal taxpayers in each parish, name- 
ly, “every inhabitant,” and every “occupier of lands, houses,” etc. Stated in the 
present American variant of the English language it meant that every resident of a 
parish was to be “rated” in the parish of his residence, presumably according to his 
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Real property has often been listable, and sometimes taxable, in 
another local jurisdiction than that of its location within the same 
state. Thus in Texas up to 1840 all property was taxable in the juris- 
diction of the owner. In that year, the owner of property in another 
county was required to send a sworn list of such property to the asses- 
sor in the county of its location. This did not work well and was aban- 
doned, with a return to the old practice in 1841. 1 Until 1876 varying 
degrees of latitude were allowed. Thus in i860 nonresidents of the 
state might render property for assessment in any county, but the 
taxes accrued to the county of location. This was a matter of con- 
venience, especially for railroad, canal, and colonization companies. 
In 1869 real property could be rendered either in the county of its loca- 
tion or in that of the owner’s residence, but personal property in the 
county of residence only. Finally, in the constitution of 1876 it was 
required to render all property at its situs, but the legislature might by 
a two-thirds enactment make it taxable elsewhere. The legislature 
and the courts have fixed the liability of real property and of tangible 
personal property at its location and of intangibles at the domicile of 
the owner. 2 

There is, however, still considerable difference among the states in 
the line of cleavage between personal property listable and taxable at 
the owner’s domicile and that listable and taxable at its location. The 
general movement, which has been in the direction of increasing that 
part which is taxable at the location, is well stated by Justice Gray: 

The old rule, expressed in the maxim mobilia sequuniur personam , by 
which personal property was regarded as being subject to the law of the 
owner's domicile, grew up in the middle ages, when moveable property con- 

entire "ability,” whether within or without the parish, and that in the same parish 
every nonresident user (the English local rates have always been levied upon the 
occupier and not, as in the United States, in case of property taxes, upon, the owner) 
of land therein should be "rated” thereon. This species of double taxation of non- 
residents could not be enforced. But neither the courts nor Parliament had the 
courage to rationalize the tax base until, finally, in 1&40, 249 years later, Parliament 
bruited the liability for taxes to the "occapier,” that is, the user of the hind, whether 
resident oar not. See Cannan, History of Local Rates in England, pp. 75-77, 98-101. 

1 E. T. Miller, A Financial History of Texas, p. 38. 

* Ibid., pp. 204-13. 
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sisted chiefly of gold and jewels, which could be easily carried by the owner 
from place to place, or secreted in spots known only to himself. In modem 
times, since the great increase in amount and variety of personal property 
not immediately connected with the person of the owner, that rule has 
yielded more and more to the lex situs — the law of the place where the prop- 
erty is kept and used. For purposes of taxation, as has been repeatedly 
affirmed by this court, personal property may be separated from its owner; 
and may be taxed on its own account, at the place where it is, although not 
the place of his domicile, and even if he is not a citizen of the state which im- 
poses the tax. 1 

This development was inevitable. It can be justified partly on the 
cost and benefit principles; for property of nonresidents involves no 
less cost to the state and enjoys as much benefit from state activities as 
does that of residents. It is also readily justified on the principle of 
ability to pay; for if we regard such property as capital employed in 
local business ventures, then the taxpaying ability of such business 
enterprises is not appreciably diminished by the fact that a part or all 
of its capital is owned by nonresidents. 

It is substantially on this ground, namely, that such producers’ cap- 
ital owned by nonresidents is on the same basis as that owned by 
residents, that disputed cases of tax liability are decided in the courts* 
Thus, if a state imposes a tax upon the property of a nonresident, which 
property is employed in construction work within the state on thesame 
basis as upon similar property locally owned, the state is well within its 
powers. 2 Likewise cattle kept for feeding or grazing, though owned by a 
nonresident, and even if not kept in the state a full year, may be taxed 
where so kept. 5 Such property has, for the time being, become indis- 
tinguishable from the general mass of locally employed personal prop- 
erty; it has established a business situs. The fact that owners of such 
property may have paid, or may have been liable to pay, a tax on the 
same property for a part or all of the same period in another state does 
not prevent such taxes. 

The capacity of personal property to acquire a business situs is not 

* Pullman Palace Car Company v. Pemsykama, 141 XJS. iS. 

2 See E. G. Eoff v. KemcfUk-Hommond Company, 80 Aik. 138, or Grigsby Con- 
Sindian Company v. F re e ma n, 108 L. 435, and other cases cited. 

5 See 2 L G. FetmeU v. Pauley, 1x2 Iowa 94, and other cases cited. 
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confined to tangible property. Thus the local credits of a foreign cor- 
poration doing a local business under the supervision of a local branch 
office were held taxable, as having essentially the same status as similar 
credits of domestic corporations. Just when such credits are localized 
sufficiently to acquire a business situs, seems to be a question of evi- 
dence, presenting no small difficulty, owing to the great variety in the 
forms and operations of business organizations. 1 

The states have not, however, unlimited power to impose tax liabil- 
ities upon personalty at will. One such limitation arises from the fact 
that such property is not only mobile but it is in fact often actually 
moving — in transit. If this movement is intrastate, the principal effect 
is to make such property more difficult to reach. But if the movement 
is interstate, the states lose their power to tax it. The tax liability of 
such moving property depends upon whether or not the movement has 
stopped long enough for the property to acquire a local situs; and this 
appears to be a question of evidence. Thus sheep driven through a 
state for market in another state were held not to have broken the con- 
tinuity of the interstate movement and had not acquired a local situs 
by grazing on their way. 2 Likewise logs, destined for export, but held 
by a boom while awaiting favorable conditions for floating, were held 
to have been in continuous interstate movement and hence not taxable 
while so held. 3 

In Kansas, personal property coming into a county after the tax 
day, March i, but before September i, to be kept in the regular course 
of employment, must be taxed as if it had been in the county on the 
regular tax day, unless proof is furnished that such property has been 
already taxed for the current year in some other county in the state. 
Evidence of the current tax having been paid in another state will not 
relieve the owner from paying the tax in Kansas. 4 This arrangement 

1 For two cases upholding the claim for a local business situs, see petition of 
Standard Oil Company of Indiana, 179 N.W. 482; and State v. Pittsburgh Plate Glass 
Company , 180 N.W. 108; for one in which it is denied see Westinghouse Electric and 
Manufacturing Company v. Los Angeles County , 205 Pac. 1076. 

a Kelley v. Rhodes , 188 S.W. 1. 

3 Champlain Realty Company v. Town of Brattleboro, 113 Atl. 806. The inferior 
court upheld the assessment but the decision was reversed by the Supreme Court. 

4 Mosby v. Greenwood County , 98 Kan. 594, 596. 
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chiefly affects the cattle-grazing industry. While statutes of other 
states differ in some measure from this arrangement, it is the typical 
form. 

For one special form of intangible property it is difficult to determine 
a legal taxable situs that is also economically equitable, namely, the 
corporate excess, the intangible value, or franchise value, or the 
amount by which a corporation’s aggregate value, as measured by its 
earning capacity or by some other yardstick, exceeds the value of its 
physical property. For reasons of expediency rather than of principle, 
only corporations are supposed to possess such intangible value, al- 
though it is difficult to see why individuals and partnerships may not 
also possess it. The value is presumed to rise from the franchise to be 
a corporation, or from the privilege of doing business in the corporate 
form in a state. The value of the corporate franchise can be taxed as 
property only in the state of incorporation, and may there be assigned 
for taxation by the state or by the taxing district of its principal office, 
a provision pregnant with possibilities for abuse. The value of the 
privilege of doing business in a state may be taxed in the state in which 
the business is done, with some sharp restriction in case of interstate 
business. In general, the states have chosen not to tax these values on 
an ad valorem basis, but by means of franchise taxes based arbitrarily 
on capital stock or upon the income of the corporation. With few ex- 
ceptions, the attempts to reach these intangibles are limited to such 
property as is centrally assessed by the state tax commission. They 
will be dealt with, in so far as they can be regarded as property taxes, 
in the proper* chapter below. 

m. TREATMENT OF INTANGIBLES 

Once it is understood, as demonstrated above, that both real proper- 
ty and tangible personalty are to be taxed at their situs without deduc- 
tion for debts, it will be seen that it is the treatment of intangibles 
which determines the nature of the property tax system. For, if in- 
tangibles are not taxable while tangibles are taxable without deduction 
for debt, the result is a tax on possessions, a “Besitzsieuer” as desig- 
nated by Moll above, and as accepted as the concept of property taxa- 
tion for discussion in chapter iii. But if, in addition to the full taxation 
of tangibles, there is taxation of some or all representative intangibles, 
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there is, to that extent, a superimposition of one tax base upon another, 
of equities upon things. It is, however, the superimposition of a partially 
utilized base of equities upon a fully utilized base of things, and hence 
it cannot fail, whether administered effectively or not, to produce 
gross inequalities. For the base of equities is never fully utilized. It is, 
in fact, only the equities or interests in things held by others than those 
in possession that are intended to be reached, and not all of them. 

There is, even at the present time, no state which does not require 
taxation of practically all tangible property, not specifically exempt, 
without deduction for debts. At the same time, there is no state in 
which some representative intangibles are not also taxable, though in 
practice, as will be seen below, they are seldom actually taxed. But 
the states vary widely in the extent to which their statutes require 
such double or multiple taxation. 

A. DEDUCTIONS FOR DEBTS 

Securities of the federal government are exempt by constitutional 
necessity, so that the question of deduction of debts from them does 
not arise. The same is practically true of a state’s own bonds and those 
of its own political subdivisions. But here the exemption is optional 
with the state. They are exempt either by contract or by general law. 
However, the states of Colorado, Illinois, Kansas, North Carolina, 
Ohio, Rhode Island, Texas, Utah, and West Virginia require their 
taxation, in part or in full, either as the general mass of personal 
property or at special low rates. For some reason the bonds of other 
states and their subdivisions are also usually exempt, although no con- 
stitutional or contractual provision by any state, respecting its own 
issues, could free them from taxation in any other state. But, whether 
taxable or not, they are rarely taxed. 

Money and bank deposits appear to be regarded as possessing more 
taxpaying ability than most other intangibles, as is shown by the fact 
that all but nine states 1 require some or all forms of money and de- 
posits to be taxed as personal property, either at the regular rate or at 
some low rate. 2 Some 22 or 26 states, the number depending upon 

1 Alabama, Connecticut, Idaho, Maryland, New York, North Dakota, Oregon, 
Washington, Wisconsin. 

3 The taxation of money and credits at low rates is treated in chap, vii, infra. * 
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definitions, attempt in the tax law, though seldom seriously in the 
actual assessment, to tax money and deposits at the same rate as other 
personalty. It appears that some of them allow deductions for debts 
against all credits, including bank deposits but not usually including 
money. There seems to be a disposition to treat savings accounts less 
severely than checking accounts. The reason for the relatively severe 
treatment of deposits, but especially of money, is sometimes said to be 
that they are less representative in character than other intangibles. 
Where money and deposits are exempt from property taxation, they 
are generally presumed to be reached through an income tax, as in 
Wisconsin and New York, or in some other way. But, regardless of 
what the tax law requires, only small amounts of money and bank de- 
posits are actually taxed, except in New England, New Jersey, and 
Kentucky, 1 where some forms of deposits are taxable to the banks and 
not to the depositors. 

Omitting mortgages, or secured debts, and corporate securities, 
which are reserved for special treatment below, there remains a mass of 
intangibles of a miscellaneous character, most of which are usually 
termed “solvent credits.” Like all other intangibles, they do not show 
up conspicuously on the tax roll, but the laws bristle with provisions 
for their taxation and for guarding against abuse of the privilege of de- 
duction of debts, out of all proportion to the fiscal importance of 
these credits. 

At least eighteen states 2 permit deduction forindebtedness,not from 
the taxpayer’s aggregate holdings of all kinds of property, nor even 
from all his personal property, 3 but usually only from his solvent cred- 
its. This restriction frequently results in making a taxpayer’s taxable 
property considerably exceed his net equity. A taxpayer might be very 
definitely insolvent and still hold much taxable property. Yet even so, 

1 Also, by law of 1931, in Ohio. 

3 Arizona, Arkansas, Colorado, Connecticut, Illinois, Indiana, Kansas, Maine, 
Massachusetts, Michigan, New Hampshire, New Jersey, New Mexico, North Caro- 
lina, South Carolina, Texas, Utah, and West Virginia. By law of 19 31, debts are not 
deductible from credits subject to the Kansas five-mill tax. 

3 Apparently no state permits deduction of debts from the aggregate of the tax- 
payer’s personal property. 
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the privilege of deducting debts from credits is conceded reluctantly 
and is variously restricted. 1 

On the part of the taxpayer the temptation is strong to set up debts 
as large as possible. Hence, all states restrict the privilege of deduction 
to bona fide debts or “debts owing in good faith.” To establish their 
character the taxpayer is often required to take an oath. As an ex- 
ample of additional specific precautions, and of the character of the 
temptations to which the taxpayer is exposed, may be mentioned the 
exclusion from the category of deductible debts of debts not created by 
full consideration to the creditor. Another type of specific precaution 
is the provision, in West Virginia and elsewhere, forbidding the deduc- 
tion of other contingent liabilities, such as those of a surety, “unless 
the principal debtor is insolvent.” Debts as well as credits are not 
usually to be listed unless solvent, and then only at what is believed to 
be their fair value in money. Another door is legally closed against 
abuse by requiring claims not only for money but for “labor, material 
or for any valuable thing” to be listed as credits. 

There are also generally excluded obligations which, although in no 
wise fictitious, are not balanced, on the side of the creditor, by taxable 
credits. Many states, for example, exclude amounts due to mutual 
insurance companies, to whom such credits are not taxable. Unpaid 
subscriptions to religious, benevolent, or similar associations are not 

1 The meticulous care taken to prevent abuse of the deduction privilege may be 
seen from the elaborate restrictions of Ohio (as they were prior to the 1931 classifica- 
tion law). Taxable property includes: “The excess of the sum of all legal claims and 
demands, whether for money or other valuable things, or for labor or services due or 
to become due to the person liable to pay taxes thereon, including deposits in banks 
or with persons in or out of this state, other than such as are held to be money as 
hereinbefore defined, when added together (estimating every such claim at its true 
value in money), over and above the sum of legal bona fide debts owing, but there 
shall be taken into account no obligation to any mutual insurance company, nor any 
unpaid jsubscription to the capital of any joint-stock company, nor any subscription 
for any religious, scientific, literary or charitable purpose; nor any acknowledgment 
of any indebtedness, unless founded on some consideration actually received, and 
believed at the time of making such acknowledgment made for the purpose of 
diminishing the amount of credits to be listed for taxation. Pensions receivable from 
the United States are not held to be credits. Both credits and debts are to be esti- 
mated at no larger sum than it is believed can be collected or paid” (Bureau of the 
Census, Digest of State Laws Relating to Taxation and Revenue, 1922 , p. 351 [here- 
after referred to as Digest of State Laws]). 
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usually deductible, for the same reason. In Wyoming unpaid subscrip- 
tions for capital stock are also not deductible. In South Carolina and 
elsewhere taxes assessed may not be deducted. California, Idaho, and 
New Jersey further restrict the opportunities for evasion and for 
diminishing the tax base by prohibiting the deduction of debts due to 
nonresidents. It would not only be more difficult to verify such credits 
than those due to residents, but they could be taxed only in the state 
of residence of the creditor. New Jersey requires the taxpayer to list 
the name of the creditor. Nevada still further limits the deduction to 
debts of the same character as the credit. Somewhat similar ambiguous 
and unreasonable restrictions have been abandoned in Kansas. 

In four states 1 credits are wholly or partly exempt, and, conse- 
quently, there is less reason for deducting debts. Mississippi, however, 
requires credits drawing interest at more than 6 per cent to be taxed. 
Vermont, which taxes only such property as is especially enumerated, 
exempts notes drawing 5 per cent or less. In Louisiana, no deduction 
for debts is permitted, but such credits as are due for merchandise sold 
are exempt; this leaves only a small amount of taxable credits. Thus in 
1922 there was listed only $1,802,525 of taxable credits, of which nearly 
90 per cent was in New Orleans Parish. 2 This amounts to only about 
-jV °f 1 pe 1 cent of the total assessed valuation. Consequently, no great 
change in tax rates would be wrought by exempting all credits. 

If we may judge from the absence of specific provisions in the law, 
five states 3 do not permit any deduction on account of debts. All cred- 
its, with minor exceptions, are required to be listed. But in these states 
the intolerable conditions to which such a requirement would lead if 
enforced are avoided by the almost complete absence of effort, in prac- 
tice, to tax such credits or by other forms of taxes than the general 
property tax. 

The doctrine that the tax should be on things or possessions rather 
than on equities, as well as the practical conditions that make such a 
course necessary, is well expressed by the Maryland Special Tax Com- 
mission of 1888: 

1 Alabama, Mississippi, Washington, Wisconsin. In the last, money is also ex- 
empt. 

2 Report of Tax Commission , 1922, p. 220. 

* Delaware, Florida, Missouri, Oklahoma, and Tennessee. 
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Before leaving the subject of exemptions we desire to say that we do not 
approve of any proposition to allow a taxpayer to deduct his indebtedness 
from the valuation of his property in fixing his assessment. The argument 
that a man’s actual worth in real or personal property, is the value of his 
property less his indebtedness, and therefore he should not be taxed for more 
under Article 15, of the Bill of Rights, it seems to us is not a good one. That 
Article has existed ever since Maryland ceased to be a Province, and be- 
came a sovereign State, and from the beginning, taxes have been laid upon 
the whole of the citizens’ property without reference to what he owed. And 
it seems to us that a man should pay taxes upon the full value of all he owns, 
whether or not he has borrowed money in order to acquire or retain it. He 
possesses, occupies, uses and exercises dominion over it and expects the same 
protection and consideration from the State for it, as if he owed nothing upon 
it, and he ought to make to the State the same return for it. But the principal 
objection to allowing such a credit is found in the experience of those states 
which do so, where the practical result has been, to a large extent, to with- 
draw personal property from taxation. 

It opens the door to and invites all sorts of unjustifiable subterfuges, the 
creation of pretended indebtedness, the perpetuation of notes and obligations 
long after they have been paid; and it is even stated that in some of the coun- 
ties of New York there is an ardent desire and active competition upon the 
part of owners of personal property to become sureties upon the official bonds 
of county officers, in which case they return the whole penalty of the bond 
as a part of their indebtedness. The result has been immense loss to the 
State revenues and the demoralization of the people by presenting to them 
additional facilities to defraud the State. 1 

B. MORTGAGES 

Mortgages or secured debts are differentiated on two bases, (1) 
whether they are real estate or chattel mortgages, and (2} whether they 
are domestic or foreign, depending upon whether the underlying prop- 
erty is located within or without the taxing state. Not only are there 
wide differences in the methods of the several states in taxing mort- 
gages, but within each state the method varies according to the dis- 
tinction here drawn. It is, therefore, necessary to discuss each class 
separately. 

In fifteen states 2 domestic real estate mortgages are exempt. In 

1 Report of the Maryland Tax Commission, 1888, p. 77. 

3 California, Colorado, Delaware, Idaho, Maine, Montana, Nevada, New Hamp- 
shire, North Dakota, Oregon, Tennessee, Utah, Washington, Wisconsin, and 
Wyoming. 
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Utah, the constitution requires the exemption. 1 In Colorado, the Su- 
preme Court has ruled that to tax real property without deduction for 
debt, and also to tax the mortgage, was double taxation. Doubtless the 
wish to encourage the influx of capital for loans on local real estate was 
the leading motive back of this ruling. The list of states exempting 
mortgages contains many borrowing states. But others, such as New 
York and Wisconsin reach whatever ability mortgages are presumed to 
possess through a recording tax or an income tax. A small number of 
states disclose other motives in the restrictions subject to which partial 
exemption may be enjoyed. In Connecticut, only the excess of the face 
value of the mortgage over the value of the underlying property situ- 
ated in the state is taxable. Obviously these “excesses” must be of 
negligible fiscal importance. The exemption enjoyed in New Jersey 
and Nebraska is complete unless the mortgagor should choose to claim 
the mortgage as offset against the real property; but contracts regu- 
larly prevent this division of tax liability. In Vermont, the exemption 
is contingent upon an interest rate not in excess of 5 per cent and upon 
the mortgagee being a Vermont resident. A similar exemption is 
allowed in Mississippi if the interest rate is not greater than 6 per cent. 
Indiana allows deduction of mortgages on residences to the extent of 
$1,000 or 50 per cent of the value of the property, provided the mort- 
gagor reports the mortgagee, who is then liable for the tax on that 
amount. In North Carolina, a similar exemption is allowed on a mort- 
gage given as purchase money for a home, the price of which does not 
exceed $3,000, provided the rate of interest does not exceed per cent. 
In Florida, mortgages given as purchase money are exempt; but, 
according to reports, mortgages are never taxed there anyway. The 
privilege of dividing the tax liability between the mortgagor and mort- 
gagee obtains in Arizona. It formerly obtained in California, Massa- 
chusetts, Nevada, and Wisconsin. But it was and is of no effect since 
the mortgagor invariably undertakes to pay the tax on the equity of 
the mortgagee as well as on his own. A law could conceivably be 
enacted forbidding such division, but it would presumably merely 
raise the interest cost by the amount of the tax to the borrower. 

In nine states 2 the laws require domestic as well as foreign real estate 

1 Art. m, sec. 3* 

8 Arkansas, Arizona, Georgia, Illinois, Missouri, New Mexico, South Carolina, 
Texas, and West Virginia. 
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mortgages to be taxed as personal property at the local rate in the dis- 
trict of the owner’s residence. But in practice such mortgages are not 
reached. Though it is reported that such interests, by reason of being 
publicly recorded, cannot escape, yet all that is necessary to prove that 
they do almost fully escape is a survey of the tax roll to note the neg- 
ligible amounts of such property thereon. 

In fifteen states 1 domestic real estate mortgages are taxable in one 
of the three ways employed under the classified property tax, either at 
a low uniform rate, or on a low fractional valuation, or by means of a 
nonrecurrent recording tax. 

It is not necessary to develop at length the methods of taxing other 
mortgages, whether they be foreign real estate mortgages or domestic 
or foreign chattel mortgages. A mortgage secured by real estate in one 
state can be taxable only as personal property in any other state. It is 
therefore essentially like a chattel mortgage. And all mortgages, other 
than domestic real estate mortgages, are seldom significantly different 
from the general run of solvent credits. Nor are they, in general, taxed 
differently than solvent credits. There are some exceptions to this 
statement. Thus in Colorado, the supreme court decision which held 
domestic real estate mortgages not to be taxable property extended to 
chattel mortgages; but this is not usual. It is in general legitimate to 
say that of all secured debts only domestic real estate mortgages merit 
and receive separate treatment for taxation purposes. 

C. CORPORATE STOCK 

The development of the corporate form of business organization has 
introduced an additional problem into the already difficult task of 
administering property taxes. Corporations of diverse types are treat- 
ed differently, hence, what is said here concerning taxation of corporate 
stocks is true only for corporations in general.* In almost every state 
there will be exceptions, selected corporations being taxed in special 
ways. 

1 Alabama, Iowa, Kansas, Kentucky, Michigan, Minnesota, Nebraska, New 
York, Ohio, Oklahoma, Pennsylvania, Rhode Island, South Dakota, Vermont, and 
Virginia. 

3 Specifically, it is not true for state and national banks. The taxation of banks 
constitutes a distinctly separate problem which is reserved for detailed treatment 
in a subsequent chapter. 
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In general, according to the doctrines of the general property tax, 
the property of corporations is taxed on the same bases as that of indi- 
viduals. But this statement requires elaborate modifications. In the 
first place, there are numerous adaptations in methods of assessment 
where the principle of the general property tax is retained. In the sec- 
ond place, certain corporations — of which insurance companies are an 
important type — have been withdrawn from the general property tax. 
Public utility property, especially railroads, and certain financial 
organizations are also often separately taxed. 

The question at this point is not how property owned by corpora- 
tions is taxed, but how shares of stock and bonds issued by corporations 
and in the hands of owners are treated for taxation, whether their 
owners be corporations or natural persons. Owing to the confusion of 
the two concepts of property as a tax base, namely, that of property as 
tangible things plus nonrepresentative intangibles, on the one hand, and 
property regarded as equities in things, on the other, there has been a 
widely prevailing idea that no objectionable double taxation was in- 
volved in taxing property of the corporation to the corporation, and at 
the same time taxing the corporate securities to the holders as property. 
Not that careful students of taxation held this view, 1 but many tax- 
payers and legislators did. And the courts upheld the attitude that, 
while it might not be equitable, it was quite lawful to tax corporate 
property and also the shares representing this property. 

There was enough of truth in the contention for the courts. For 
there is or may be in the corporate shares of stock an element of non- 
representative intangible property which would not be reached by the 
tax on the value of the physical property, although it is also true that 
such nonrepresentative intangible value may exist in any unincorporate 
business enterprise. But the corporate franchise is a convenient peg on 
which to hang the tax; for the share is documentary evidence of equity 
in the corporate property, and has no counterpart in unincorporate 
enterprise. That the corporate bonds are mainly representative prop- 
erty is not difficult to see. It is not so easy to isolate the nonrepresenta- 
tive element in the shares. The taxation of corporate bonds is not, in 

1 Cf. E. R. A. Sdigman, “The Taxation of Corporations,” Essays in Taxation 
(gthed.),pp. 142-315, and sources there eked. There is no adequate current treatise 
on the subject. 
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fact, very different from the taxation of other representative intangi- 
bles. At this point the interest attaches primarily to the shares. 

The extreme of multiple property taxation of corporate interests 
occurs where the tangible property is taxed to the corporation, the 
stock is taxed to the corporation, and also to the holders. No state, 
however, directly imposes all of these taxes. But owing to the different 
methods in use, something of the kind does often occur; while, on the 
other hand, some property, for the same reason, escapes. 

The states may be grouped in somewhat arbitrary fashion, for 
description of their methods of taxing shares of stock. The first group 
consists of those states which do not tax the shares as such to the hold- 
ers. This group may again be divided. There is, first, the group of 
twelve states 1 which have adopted a state income tax as the alternative 
to the property tax on the shares. In general, these states levy no 
property taxes at all on any intangibles. There is, therefore, no dis- 
crimination in favor of stocks of domestic corporations. In Colorado, 
by administrative practice, the shares of both foreign and domestic 
corporations are not taxable property for a reason similar to that given 
by the courts for not taxing domestic real estate mortgages. They are 
also exempt in Arizona, Louisiana, and Wyoming. 

In eleven states* and the District of Columbia, the shares are either 
exempt to the holders or take the specified, uniform mill rates of the 
respective states. Whether or not they are exempt depends upon vari- 
ous conditions, such as the amount of business done, the amount of 
property in the state, having the principal office in the district, and the 
class of corporation. In Rhode Island any amount of business in the 
state will exempt, while in Kentucky 75 per cent of the corporation’s 
property must be taxed in the state in order to exempt domestic shares. 

Eleven more states 3 impose personal property taxes at the local rates 
upon both domestic and foreign shares unless the shares are exempt for 

1 Connecticut, Delaware, Massachusetts, Mississippi, New Hampshire, New 
York, North Dakota, Oregon, Tennessee, Virginia, Washington, and Wisconsin. In 
Ohio, since 1931, shares are taxed at a low rate if not income-paying, otherwise on 
income. 

* California, Iowa, Kentucky, Maryland, Minnesota, Nebraska, Ohio, Pennsyl- 
vania, Rhode Island, South Dakota, and Vermont 

3 Florida, Georgia, Kansas, Missouri, New Jersey, North Carolina, Oklahoma, 
South Carolina, Texas, Utah, and West Virginia. 
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some suck reason as payment by the corporation of stipulated taxes on 
property or capital in the state. The law may discriminate against 
domestic shares but usually favors them. Thus, in Oklahoma, foreign 
shares must pay the personal property tax, but domestic shares may be 
exempt if the property of the corporation is taxed in the state. In 
Kansas, domestic shares are exempt if the corporation has paid the 
corporate excess tax; and foreign shares may be exempted if the corpo- 
ration has its principal office in the state. 

The remaining states either permit exemptions contingent upon 
various conditions or require taxation of all shares at the regular local 
rates. But from these states it is reported that in practice the shares 
are not taxed, and that the assessors make no serious effort to reach 
them. 

It is not to be expected that the states should treat the shares of 
foreign corporations as leniently as those of corporations of their own 
creation. A state possesses more extended powers of taxation and con- 
trol over domestic than over foreign corporations. The idea also pre- 
vails that a domestic corporation has its property in the state, while a 
foreign corporation has its property elsewhere. This is not always true. 
For large corporations operating in many states and counties, it is less 
likely that any larger part of the property will be located within the 
state of incorporation 1 than in the other states in which it operates. 
Finally, if a corporation does no business in a state, a tax on the shares 
to a resident holder is the only way in which property in this form can 
be made to contribute toward local functions. For these reasons and 
possibly others, shares of stock in foreign corporations are generally 
taxable as personal property to the holder; this is not usually true of 
domestic stock. It should be obvious that this involves multiple tax- 
ation ; for a corporation may have most, or practically all, of its property 
in states other than the state of incorporation. 

* For an example of the attitude of the courts, see Coca-Cola Company v. City of 
Atlanta, no S.E. 730. Plaintiff, a foreign corporation, had 15 per cent of its assets 
in Atlanta, which were there duly taxed. City of Atlanta was held entitled to tax 
shares held, locally, although shares of domestic corporations were exempt. The 
classification into domestic and foreign corporations and the taxation of the shares 
of the latter only were held valid on the assumption that the assets of the plaintiff 
were situated outside the state. That there were exceptions to the rule, and that 
plaintiff was dearly an exception, were held not to invalidate the rule. 
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There are exceptions to this rule. The states of Utah and Montana 
have embodied provisions in their constitutions to the effect that “the 
definition of property” shall not authorize the taxation of shares of 
stock in corporations when the property on which the shares are based 
has been taxed. This appears to apply to both foreign and domestic 
corporations; and it would appear to apply whether the property is 
located in the state or without. So also the exemption in Massachu- 
setts and Vermont appears to extend to both foreign and domestic 
stock. Nebraska, while taxing foreign shares as personalty, includes 
them within the definition of intangibles subject to the low rate tax. 

To summarize briefly: Real property is taxable where situated to 
the legal rather than the equitable owner, or his representative. With 
minor exceptions this is coming to be true also of tangible personal 
property, particularly producers’ goods. If there were no taxes on 
intangibles, the present American property tax would be a fairly con- 
sistent tax on possessions, regardless of ownership. The practice ranges 
all the way from that of Delaware, where practically no intangibles are 
taxable or taxed, to that of n " A Indiana, where practically 

everything that is evidence of i table. To varying degrees, 

then, the states impose upon a 3 nsistent system of taxes on 

possessions, a partial and inco tern of taxes according to 

equities in things. The bad effects of these practices will be pointed out 
in the following chapters. 



CHAPTER V 
EXEMPTIONS 

The definition of taxable property is not complete until it is dear 
how much and what classes of the general mass of property are with- 
drawn from taxation. It has always been the practice of governments 
to exempt some property from taxation. In colonial days exemptions 
were more prevalent than today, as only specified property was to be 
listed. In addition, many specific exemptions obtained. Teachers and 
ministers of the gospel were freely exempted; and many types of prop- 
erty were exempt for “encouragement.” In fact, tax exemption was 
then an accepted device for stimulating industry. This practice still 
survives, especially in the New England and certain southern states. 
Ei the movement for uniform and universal taxation of property many 
exemptions disappeared. That movement, having apparently run its 
course, the demand for exemptions has again become insistent; and 
there is an increasing “nibbling away” of the tax base through exemp- 
tions granted for a great variety of reasons. 

I. EXTENT OE EXEMPTIONS 

While any one category of exemptions does not withdraw a great 
deal of property from the tax base, the number of categories is large, 
as is the aggregate value of the exempt property. A committee of the 
National Tax Association has warned against further exemptions and 
has recommended that some be repealed . 1 

It is difficult to ascertain accurately the actual extent of exemptions. 
Taxable property is necessarily required to be listed; but exempt prop- 
erty, especially exempt personal property, usually is not. A few states, 
however, New York, Connecticut, and Massachusetts amoDg them, 
have recently required exempt real property to be listed as fully as that 
which is taxable. Inasmuch as the assessment of exempt property is 
only for information, assessors do not always comply with the require- 

1 Proceedings, XHI (1930) 335-46. 
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ment to list such property. Thus in Colorado, in 1930, provision was 
not even made on the assessment blank for recording exempt property, 
although the statutes require its assessment. 1 For exempt personal 
property no reliable data exist. 

The Bureau of the Census estimated the value of exempt real prop- 
erty in 1890 at $3,833,000,000; this amount increased to $12,314,- 
000,000 in 1912 and to $20,506,000,000 in 1922. The growth in popula- 


TABLE 27 

Percentage or Real Property Exempt in the United States, 
by Geographic Divisions, for Selected Years* 


Geographic Division 

Percentage Exempt in Specified Years 

1923 

1912 

1900 

1890 

United States 

11. 6 

11. 1 

11. 8 

97 

New England 

14. 1 

12.2 

11. 4 

10.8 

Middle Atlantic 

15*2 

15-8 

11. 8 

8.1 

East North Central 

8.8 

8.2 

7 '° 

6.1 

West North Central 

6.6 

8.5 

7 * 1 

6.6 

South Atlantic 

11. 4 

14. 1 

17.2 

14. 1 

East South Central 

9-3 

9-4 

8.0 

7-0 

West South Central 

9-3 

8.6 

23-8 

15.0 

Mountain 

25-8 

0.0 

42.3 

34*3 

Pacific 

12.9 

8.5 

5*7 

10.9 


4 Computed from data in Wealth, Debt, and Taxation for the respective years. 


tion and wealth are, of course, the principal causes of the increase. 
The corresponding per capita amounts are, respectively, $61, $129, and 
$200, approximately. Meanwhile, the total value of all wealth, taxable 
and exempt, increased, in the aggregate, roughly at the same rate — 
from $65,037,000,000 in 1890, to $186,300,000,000 in 1912 and to 
$320,804,000,000 in 1922. Reduced to a per capita basis, the figures 
are, respectively, $1,036, $1,965, and $2,951. These data do not show 
that the problem of exemptions is speedily becoming more serious. 
Expressed as a percentage of the total value of real property, the 
exempt real property, as shown in Table 27, indicates no conspicuous 
increase. 

1 J. P. Jensen, Survey of Colorado Tax System , p. 44, 
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Further analysis shows reasons for the decrease found in some 
states. Some of the variations may be explained by the alienation of 
the public lands during the period. As these lands were alienated, they 
became taxable. This explanation evidently partly accounts for the 
reduction in the West South Central Division, from 15 per cent in 1890, 
to 9.3 per cent in 1922, and in the Mountain Division from 34.3 per cent 
to 25.8 per cent. It also explains in part the high figure for the Moun- 
tain Division for all the years, as in this region the federal government 
still has extensive holdings. This explanation is strengthened if the 

TABLE 28 

Percentage of Real Property Exempt in Selected States, 
for Selected Years* 


State 

1922 

1912 

! 

1900 

1890 

Montana 

19. 1 

8.2 

40.8 

47-1 

THflhn 

30. 8 

11. 9 

50.8 

70.0 

Wyoming 

55* 4 

10. 0 

62.8 

69.8 

Colorado 

21. 1 

8.2 

20.4 

14. 1 

New Mexico 

26 .X 

8.1 

64.5 

66.7 

Arizona 

IQ. I 

8.2 

62.3 

72.9 

Utah 

2I.9 

12. s 

35 -o 

32-3 

Nevada 

39-3 

8.6 

78.0 

72.8 

Oklahoma 

19.2 

8-3 

87.0 

100.0 

North Dakota 

18.5 

8.2 

14.0 

26.8 

South Dakota 

8.8 

10.6 

17.2 

16.0 


* Wealth, Debt , and Taxation. No satisfactory explanation occurs for the low figures for 191s. 


changes are shown by states. In Table 28, the exempt real property in 
the states of the Mountain Division and three other states shows a 
rapid decline, relative to the total real property. 

Reference has been made to the hardships involved in the delayed 
completion of title to alienated public lands. Table 28 does not fully 
indicate the extent of the hardships in particular communities; for the 
exempt lands are, of course, heavily concentrated in particular taxing 
districts. The problem is inseparable from the mode of alienating 
public lands adopted in the United States. Thus Bhnois, upon becom- 
ing a state, agreed with the federal government, in exchange for certain 
land grants and other privileges, to exempt fro m taxation for a period 
of five years all lands sold by the latter, and all lands granted as 
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bounty lands for military service, while they remained in the hands of 
the original patentees or their heirs, and for three years thereafter. At 
that time the population roughly doubled itself every five years. Con- 
sequently, perhaps more than one-half of all the lands in the state were 
exempt, and in some districts a much larger percentage. The problem 
became so pressing that Governor Edwards in his message to the legis- 
lature in 1830 recommended abrogation of the agreement. 1 This 
problem still arises in localities where federal property is concentrated. 2 

Doubtless there is a general relationship between the percentage of 
real property exempt and the density of the population. Not only do 
governmental functions and therefore public property tend to be con- 
centrated in the centers of population, but this seems to be true also 
of such privately owned exempt enterprises as schools, churches, and 
hospitals. Such states as New York and Massachusetts are the educa- 
tional centers of the country, and have more than the average per- 
centage of exempt property. Thus, in 1922, while the exempt real 
property for the United States as a whole was 1 1.6 per cent of the total 
real property, for the New England geographic division this figure was 
14.1 per cent, for the Middle Atlantic division 15.2 per cent, and for 
the states of Massachusetts and New York, respectively, 14.9 per cent 
and 19.3 per cent. 

This tendency of exempt property to increase with population is 
even more conspicuously seen when the percentages of exempt prop- 
erty are shown by counties, as in Table 29, for New York in 1918. 
The counties of Bronx, Kings, New York, Queens, and Richmond show 
percentages of exempt real property, respectively, of 26.4, 19.2, 28.0, 
12.5, and 30.1. This same fact may be more briefly conveyed by saying 
that these five counties contained 70.8 per cent of all the real property 

1 Haig, A History of the General Property Tax in Illinois , pp. 29-31. 

2 Thus in Watervliet, New York, population 16,158, “during the war the govern- 
ment purchased two pieces of property for the extension of the arsenal This took 
off of the tax roll about $400,000 worth of property. Subsequently, this land was 
resold to private parties for residential use. It was sold on the ten-year plan, where- 
by the government retains title to the land until paid for. The result is that the 
community loses the revenue from this land for ten years and at the same time has 
to meet school, road, fire, and police expenses necessitated by the residents of this 
property” (Special Joint Committee on Taxation and Retrenchment. Tax Exemp- 
tion in the State of New York , Legislative Document No. 86 [1927], pp. 77, 78). 
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in the state but contained 78.1 per cent of all the exempt real property. 
In Albany County, seat of the state capital, 46 per cent of all real 
property was exempt in that year, 

TABLE 29 

Percentage of Real Property Exempt, New York, 
by Counties, 1918* 


Percentage Exempt 


Population per Square 
Mile, 1930 

0-3 

1 

B 

1 

13. 1 
-IS 

is. 1 
-18. 

18. 1 

-31 

31 . X 

1 ~* 4 

34.1 

-37 

37.x 

-30 

Over 

30 

Total 

2—2 <1 

1 

1 

S 

1 

7 

6 






V 



3 

16 

15 

26—1:0 

3 

4 




| 






a- 7 C 


2 

X 

I 

fl 






mm 



76—100 



2 

2 

1 

2 




1 




5 

4 

3 

IOT— I 2 < 
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* 
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1 
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301-1000 
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| 3 

1 

2 
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I 

I 

5 

8 

Over 1000 



1 

.... 

B 

.... 

B 

■ 

Total 


1 

8 

20 

13 

7 

3 

3 

3 

I 

3 

2 

62 



* Computed from census reports, 1930, as to population, and from Report of State Tax Commission 
of New York, 1018, p. 166, as to percentages of exemptions. A much more elaborate statistical analysis 
of this and similar relationships is made for New York by the Special Joint Committee on Taxation and 
Retrenchment, Tax Exemption in the State of New York, pp. 19-80. 

* That it is diffic ult to obtain accurate data covering amounts and 
percentages of exempt property, even when such data are sought by 
the regular assessors as a part of the assessment process; that data of 
any kind can hardly be secured elsewhere; and that such data as can be 
obtained show wide variations in the percentages of property exempt, 
are well-known facts. The accuracy of the valuation of exempt real 
property is affected by certain administrative conditions. In explain- 
ing the tables of its 1928 report, showing the value of the various classes 
of exempt real property, the New York Tax Commission states: 
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There axe many qualifications and limitations to the figures included in 
this table. It probably does not include all of the exempt property in the 
state. When a community develops a tax map it is often found that various 
properties have not been carried on the rolls. In case of exempt properties 
there is greater liability of omission. As no taxes are involved, the valuations 
placed upon the property may not be accurately determined. For the reason, 
also, that no one is to take offense at the valuations, it may be in some cases 
that assessments are nearer full value than assessments of taxable property. 1 

In addition to these practical administrative difficulties, there are 
some difficulties of principle. The issues involved may be raised by the 
question: To what extent is the value of exempt property reflected in 
the value of adjacent property that is taxable? 2 To the extent that it 
is reflected in the value of adjacent property, the value of the exempt 
property is already taxed ; and the exempt value is in a sense fictitious. 
Streets and highways are public property and very valuable; but they 
are, by common consent, never included as exempt property for the 
reason that such value as they possess is reflected in the value of the 
adjacent land. But the same must be true of a great deal of other ex- 
empt property, sometimes suggested for taxation. Thus, of the 
$2,154,100,000 of exempt property devoted to educational uses in New 
York State in 1928, $1,282,100,000 consisted of parks and playgrounds, 
92 per cent thereof in New York City. The value of the property of the 
area interested in these parks reflects in part the value of the parks and 
playgrounds. The same must be true, in a slightly different sense, of 
school property and of administrative buildings. If such property were 
taxed, the money to pay such taxes could only be raised by taxes. If 
the exempt property is used for a locally beneficial purpose, to tax it 
would not appear to solve the problem. 3 

H. CLASSIFICATION OF EXEMPT REAL PROPERTY 

It is difficult but necessary to classify exemptions. The two most 
significant bases of distinction are, first, ownership, and second, the 
use made of the property. 

1 Report, ip28, p. 62. 

*The New York Tax Commission deals with this question in its 1928 Report, 
p. 62. 

3 Cf. Sec. IV, infra, for problems involved in taxing or exempting public property. 
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A. CLASSIFICATION ACCORDING TO OWNERSHIP 

Most of the exempt real property of which records are available is 
publicly owned. In 1915, in the state of New York, $1,861,038,283 
worth was publicly owned, while $660,666,720 worth, or a little more 
than 25 per cent, was privately owned. By 1928, however, the per- 
centage had changed. Of the $5,866,721,151 of exempt real property, 
$2,103,433,831, or nearly 36 per cent, was privately owned. The 
change is due to a post-war policy of exempting residence buildings in 

TABLE 30 

Exempt Real Property in New York State, 1915, 1918, 1923, 1926, and 
1928, Classified According to Political Divisions 
(In Millions)* 


Division 

1915 

1918 

1923 

1926 

1928 

Total exempt real estate 

$2,521 

$2,810 

$3.73i 

$5,117 

$5,867 

Publicly owned 

i, 861 

2,168 

2.674 

3,201 

3,764 

United States 

IOI 

109 

195 

195 

213 

State of New York 

109 

115 

141 

180 

201 

Comities of New York 

22 

27 

3<5 

52 

76 

Cities of New York 

1.584 

1,865 

2,289 

2,662 

3.125 

Towns in New York 

11 

14 

19 

24 

30 

Villages in New York 

8 

11 

14 

18 

24 

School districts. 

26 

27 

41 

70 

95 

Privately owned 

661 

642 

1 j °57 

1,916 

2,103 


♦ Annual reports of Tax Commission. The large increase in privately owned exempt property is ac- 
counted for chiefly by new buildings which, in certain dries, are temporality taxable only for county 
and state purposes. Certain other privately owned property is also only partly exempt. Most of this 
teraporaty exe mp tion will disappear in a few years, when the exemption expires by Emharion. For 
explanation, see e.g., the IQ28 Report, pp. 61-64. 

part, for encouragement of home-owning. The detailed classification 
of the exempt real estate, according to the political divisions owning it, 
may be seen in Table 30. 

The cities are by far the largest holders of exempt property. In 
1913, all of the cities in New York state held tax-exempt public prop- 
erty to the amount of $1,584,000,000; of this the dty of New York 
alone held nearly two-thirds, or over one billion dollars. In 1928, the 
exempt real property of the cities had increased to $3,125,000,000. 
Parks, playgrounds, gardens, and public-school buildings constitute a 
large share of the property held by cities. Important also is the group 
of the various public utility properties, such as water and sewage 
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systems, bridges, docks, ferries, and subways. Less important, but still 
large in amount, is tie group of administration buildings, such as city 
balls and court houses. Second in the list is the state, with an aggre- 
gate of $109,000,000 in 1915 and $201,000,000 in 1928. The federal 
government is third with a valuation of $101,000,000 in 1915, and of 
$213,000,000 in 1928. Less important are, in the order named, school 
districts, counties, towns, and villages, 

B. CLASSIFICATION ACCORDING TO USE 

Classified according to the purpose for which exempt property is 
used making no distinctions as to the character of the ownership, there 
were, in New York State, the groups shown in Table 31. Of these main 

TABLE 31 

Exempt Real Property in New York State tor Selected 
Years Classified According to Use 


(In MilHons)* 


Class op Use 

Amounts Exempt in Specified Yeaes 

191s 

19x8 

1923 

1926 

1928 

Total 

$ 2 , 541- 7 

$2,881.2 

$3,730-7 

$S,ii 7 -i 

$5,866.7 

Educational 

1,059.3 

1,089.0 

1 , 333-1 

1,770.8 

2,154.1 

Agricultural 

1. 1 

1. 1 

1.4 

2.1 

2.5 

Religious 

309-3 

337-1 

330.8 

475 -o 

563-8 

Fraternal and benevolent 

36.3 

55-3 

44.2 

46-3 

52-3 

Charitable 

46.6 

28.8 

46.5 

63.5 

83-4 

Curative 

86.8 

IO6.4 

153-9 

207.4 

263.7 

Protective 

73 -i 

73*1 

82.7 

86.0 

98.1 

Defensive 

72.8 

126.7 

148.8 

145-2 

157 - 1 

Public utilities 

588.2 

839-3 

991. 1 

1,056.6 

1,136.4 

Administration buildings 

154-7 

I 4 I.I 

197.7 

253-3 

317-3 

Miscellaneous 

93-5 

73-3 

102.0 

1x4.8 

124.3 

New buildings, privately ownedf . 

248.6 

896.0 

9x6.8 


* Annual reports of Tax Commission. 

t New Buildings to the value of $348,583,6x0 exempt from local taxes in 1023 on account of law to 
encourage construction of dwellings, ana $016,847,345 in 1938, because of the post-war scarcity of 
houses. Of this sum nearly all occurs in Greater New York City. 


groups the exempt property devoted to educational purposes exceeds 
that of any other group; it was $1,059,000,000 in 1915 and $2,154,- 
100,000 in 1928, or nearly two-fifths of the total. The items in this 
class are parks, playgrounds, gardens, public-school buildings. The 
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next largest group is that of public utilities, amounting to $588,000,000 
in 1915 and $1,136,400,000 in 1928. Within this group the largest item 
is that of docks, bridges, and ferries, with subways second. Doubtless 
this group of properties is relatively larger in New York than else- 
where. The extensive public ownership in the metropolis swells the 
exempt property to large amounts. All of this group of real property 
would regularly be taxable if privately owned. 

The third largest group is that devoted to religious enterprises, 
$309,000,000 for 1915 and $563,800,000 for 1928. The largest item is 
that of churches and similar properties devoted to religious worship. 

It is probable that the value of the personal property exempt from 
taxation is much larger than that of exempt real property, although 
the various items individually are much smaller, amounting usually 
to only a few hundred dollars per taxpayer. The number of items of 
exempt realty is relatively small; while that of exempt personal prop- 
erty is very large, almost every taxpayer being exempt in respect to a 
modicum of personal property. The National Industrial Conference 
Board estimated 1 that, for the year 1921, the total amount of our 
national wealth was $275,000,000,000. Of this huge sum, realty to the 
amount of $18,400,000,000, or approximately 6.7 per cent, was exempt. 
The amount of exempt personalty was estimated at $35,600,000,000; 
the bulk of this consisted of public securities, national, state, and local. 
Even were it practically possible to classify exempt personal property 
according to ownership and use, no serious purpose could be served 
thereby. Exempt personalty is predominantly privately owned, 
though, as in case of public securities, there may be a strong public in- 
terest involved. The amount of exempt tangible personal property in 
practice taxable, is not very large relative to the exempt intangibles. 

m. PSETOO-EXEMPTIONS 

A great many phenomena that appear in the form of exemptions are 
in fact something else. They may be mere adjustments of the tax base 
to avoid multiple taxation, or they may be exemptions from the simple 
form of property taxation in lieu of special taxes more suitable for the 
particular property and enterprises. 

2 Tax Burdens and Exm&ions, Research Report No. 64, pp. 58-94- 
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A. REPRESENTATIVE PROPERTY 

In so far as the tax is on possessions rather than on equities, it is 
inappropriate to speak of the exemption of representative property. 
Whether or not mortgages, bonds, notes, accounts, and other evidences 
of debt shall be taxable is not properly a matter of exemption; it is a 
matter of defining the tax base. This is also partly true of shares of 
capital stock. Inasmuch as the property tax is, in contemplation of 
law, to some extent imposed upon equities as well as things, there are 
exemptions where some evidences of debt are taxable and others are 
not. Because of the confusion in the law, and because of the widely 
diffused interest in the question of exempting intangibles, they must 
be briefly considered, even though the chief purpose is to show that this 
class of property is not properly taxable. 1 There are two principal 
groups of such intangibles, namely, (i) publicly and (2) privately cre- 
ated c laims . 

The securities issued by the national government are not taxable as 
property by the states. Prior to the World War, the exemption of 
federal securities from state and local taxes was not a serious matter. 
After the liquidation of the Civil War debt, the total federal interest- 
bearing debt seldom exceeded $1,000,000,000. Moreover, the securities 
were not extensively held by individuals and could not be used by 
wealthy taxpayers as means of avoiding taxation. With more than 
$16,000,000,000 of federal securities outstanding in 1929/ the situation 
is somewhat different. 

The causes for the public interest in the question of tax-exempt se- 
curities were two, closely related in an unusual situation. The heavy 
federal bond issues during the war and the heavy borrowings of cities 
and other local taxing units after the war, to catch up with delayed 
construction programs, enormously increased the amount of public 
securities outstanding, with principal exempt from property taxes and 
interest exempt from income taxes. At the same time the necessity for 
reducing the debt, the high interest charges, and the inflated expendi- 
tures made high taxes necessary. While the surtaxes of the federal in- 

1 The analysis of the uniformity rule, applying indiscriminately to tangibles and 
Intangibles, is undertaken in chap, vi, infra. 

3 Estimated at $16,742,800,000 net outstanding at the dose of the fiscal year 1929 
{Cost of Government in the United States , 1927-1928, p. 20). 
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come tax were high, it was to the interest of many wealthy persons to 
purchase tax-exempt securities instead of industrial securities. 1 

The real issue was not one of property-tax exemption, for it would 
be a futile gesture to attempt to impose property taxes on federal and 
other public securities should such taxation be made legal. The proper 
issue was the taxation of the interest thereon as income in federal and 
state income taxes. An amendment was twice* proposed to the federal 
constitution, which, if adopted, would permit the states and the federal 
government to levy income taxes, each on the interest from securities 
subsequently issued by the other, without discrimination. It is perhaps 
unfortunate that such an amendment was not passed and ratified. 3 
But if property taxes on federal securities should be authorized, any 
law so providing would be a dead letter fully as much as axe the state 
laws purporting to tax the general run of representative intangibles. 

In a somewhat different position are the bonds of the states and 
their several minor subdivisions. In ordinary times they are greater in 
amount than the federal securities, with the cities the political divisions 
having the largest debts. In 1922, for example, gross debt of all incor- 
porated places was $5,840,052,000. For the states, the amount was 
$1,162,651,000; for the counties, $1,366,635,000; and for all other civil 
divisions, $1,891,811,000; or somewhat in excess of $10,000,000,000 in 
the aggregate. 4 The state and local net debt of 1928 is estimated at 
$12,578,900,000.5 

State and local bond issues are exempt only in the state by which 
they axe issued, and then only if, and in so fax as the state makes special 
provision for their exemption. No state can make its securities tax- 
exempt in another state. But all of the states could favor, and a few of 

1 C£. A. E. Mellon, Taxation: The People's Business , especially chap, viii; also 
C. O. Hardy, Tax Exempt Securities and the Surtax . 

2 House Joint Resolution 314, Sixty-seventh Congress, fourth session, passed the 
House but failed of passage in the Senate. Reintroduced as House Joint Resolution 
136, Sixty-eighth Congress, first session, it failed of passage in the House. 

3 For an analysis from the point of view of the state of New York, which was 
vitally interested because of her income tax, see Special Joint Committee on Taxa- 
tion and Retrenchment, op. cit. 7 pp. 87-120. 

« Wealth, Public Debt and Taxation: Public Debt, p. 81. 

5 By the National Industrial Conference Board, Tax Burdens and Exemptions, 
P- 34 - 
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them have favored, the issues of other states, either by freeing them 
entirely from any property tax or by imposing other taxes on them at 
a lower rate. 

A special class consists of securities, whether bonds or stocks, issued 
by private corporations, sufficiently affected, in the opinion of Con- 
gress, with public interest to warrant their exemption. It is chiefly the 
federal corporations that concern us here, since the federal government 
imposes no general property tax and since no state can exempt its own 
securities in any other state. The two most important groups of se- 
curities in this class are bonds issued by the federal corporations, such 
as the land banks, together with their underlying mortgages, and 
shares of the national banks. 1 

The bonds of the federal land banks are declared by Congress to be 
instrumentalities of the government and therefore exempt from prop- 
erty taxes. A recent decision of the Supreme Court 2 sustaining this 
power of the Congress to declare these bonds tax-exempt applies to the 
bonds of the land banks proper and to those of the joint stock land 
banks. The amount of these securities is not very large, amounting in 
1921 to about $300,000,000, but it will no doubt eventually reach 
several times this amount. It is reported to have been $1,760,000,000 
on December 31, 1929, for the federal land banks and the joint stock 
land banks combined. 

B. GROWING CROPS AND YOIJNG LIVE STOCK 

It is a common practice to exempt growing crops. A number of 
states make specific constitutional or statutoiy provision for such ex- 
emption. 3 This exemption generally refers to such crops as complete 
their growth in one season. That many state laws are silent on this 
point, is doubtless due to the fact that the tax day, as of which the 
assessment is made, is set at the season at which the value of growing 
crops is negligible. Thus, at the dates ranging from January in Texas 
to May or June in the northern states, the value of growing annual 

1 See chap, xviiifor the taxation of national banks. These shares are not exempt 
but their taxation is subject to elaborate restrictions. 

a Smith v. Kansas City Title and Trust Company et al 255 U.S. 180. 

3 Among these are Alabama, Arkansas, California, Idaho, Tennessee, and Wis- 
consin. 
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crops would be small. Such direct or indirect exemptions are reason- 
able enough. “The taxation of both the land and the crop would result 
in adding a quasi-income tax to a property tax.” 1 On the other hand, 
the exemption may discriminate against those whose crops are not 
growing on the tax day, but have been severed and have become 
taxable as personal property. 

The exemption of young livestock has been justified upon similar 
grounds. Thus, somewhat arbitrarily, Wisconsin extends the exemp- 
tion to all farm animals bom after December 31 next preceding the 
assessment day. It is more common to fix specific age limi ts. In 
Massachusetts, horses, mules, and cattle not over one year old, and all 
sheep or swine not over six months old are not to be listed. It is not a 
common practice to include young livestock for taxation. 

The exemption is by no means always confined to young stock. The 
New England states, except Rhode Island, all exempt livestock to some 
extent, apparently in order to encourage the industry. Connecticut 
exempts swine to the value of $50; poultry to the value of $25; and 
angora goats to the value of $100. The limitation in terms of a specified 
value occurs elsewhere only for a few exemptions; this is probably ion- 
fortunate, since the extent of the exemption is thereby left to the dis- 
cretion of the assessor. The limit is more often stated in terms of the 
number of animals of each kind that is exempt. An unusual provision 
occurs in Louisiana, where hogs, sheep, and goats for personal use are 
exempt; this again throws the decision as to the extent of the exemption 
upon the assessor, even more completely than if there were a value 
limit. 

Exemptions of this kind discriminate against large holdings, as may 
be shown from the experience in Maine, where sheep to the number of 
35 are exempt. In 1918, of the 106,775 sheep listed, 94,567, or 88,6 
per cent, were exempt.* It would seem that the remaining 11.4 per cent 
had better be exempt also, especially since a great deal of discrimina- 
tion results from their being taxed. In six of the sixteen counties more 

1 Report on Tax Exemption, Proceedings) 1Q20> p. 238. The argument is sound 
within limits: Where only the current growing crops or the current manufactures in 
process are not taxable, there is no real exemption; but, where, as in Maine (see 
below), the majority of livestock is not taxable, the exemption is substantial. 

a Report of State Board of Assessors, ipz 8 . 
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than 90 per cent of the sheep were exempt; in eight others, between 80 
and 90 per cent; in one, 73 per cent; and in another, only 28 per cent. 
When analyzed by towns and plantations, the discrimination is even 
more conspicuous. In 521 towns and plantations, all the sheep were ex- 
empt while in the 191 others some were taxed, in one town, 91 per 
cent. Obviously, the discrimination would be still more notable could 
the holdings of individual taxpayers be shown. 

C. IMPROVEMENTS ON IAND 

It is for another and somewhat different reason that several states 
exempt certain improvements on land. New Hampshire, for example, 
grants a temporary exemption for ten years to improvements caused 
by reclaiming swamp or swale land. Nebraska exempts the increased 
value resulting from planting live fences with fruit and forest trees 
grown and cultivated. In the Rocky Mountain states it is quite com- 
mon to exempt the ditches, flumes, canals, and other improvements on 
irrigation projects used by individual or associated owners, if the water 
or the rights are not sold for profit. Possibly North Dakota went as far 
as any state in exempting improvements when, in 1923, that state 
exempted all buildings and improvements on agricultural land. Less 
drastic, and obviously designed to achieve a different purpose, is the 
South Dakota exemption of dwelling houses occupied by the owners 
as homes, to an amount not exceeding $500, not including the land. 

D. SUBSTITUTE TAXES 

A number of states impose other taxes on specified property in lieu 
of property taxes. An example is the so-called yield tax on growing 
timber. Mines and minerals are frequently taxed, especially in the 
Mountain states, according to gross or net proceeds from operations 
rather than on their capital value. Railroad and other public utility 
property in Minnesota and California, as well as to a smaller extent in 
other states, is subjected to a gross earnings tax in lieu of the regular 
property tax. Grain in elevators may be subject to a special bushel tax, 
as in Minnesota. And the past few years have seen a large number of 
states imposing special taxes upon motor vehicles, in lieu of the proper- 
ty tax. In 1929, at least eleven states 1 imposed such taxes, subject to 

1 Idaho, Maine, Massachusetts, Minnesota, New Hampshire, New Jersey, New 
York, North Dakota, Oregon, Pennsylvania, and Vermont. 
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various restrictions. Such special provisions are not exemptions at all, 
but are merely administrative devices for equitable taxation of selected 
species of property to which the general property tax is ill adapted. 

IV. TAXATION or PUBUC PROPERTY 

It has been indicated that most of the exempt property is publidy 
owned. Table 32, showing amounts of exempt privately and publicly 
owned property in six states, would indicate that the publicly owned 
share may be in the neighborhood of two-thirds of the whole. 


TABLE 32 

Percentage of Exempt Property Publicly Owned and in 
Private Hands in Specified States, 1923-25* 


State 

Property Exempt (Mp-tiohs) 

Percentage of Exempt 
Property 

Total 

Public 

Private 

Publicly 

Owned 

Print txfy 
Owned 

Connecticut 

New Jersey 

Massachusetts. 

Mirhigra/n 

New Yorkf 

Minnesota 

$ 403 
sss 

1,188 

Si<5 

3,828 

145 

$ 213 
336 

73S 

376 

in 

$189 

218 

453 

140 

913 

34 

53-1 

60.6 

61.8 

72.9 
76.2 

76.6 

46.9 

39-4 

38.2 

27.1 

23. s 
23-4 

* Special Joint Committee on Taxation and Retrenchment. ToxBxem: 
p.165. Cf. abo ibid., p. 36, where the ownership of exempt real property 

Mion in iie State of Ifea York, 
m New York is shown ia <£*- 


grams. 

f Excluding temporarily exempt bousing. Sec. 46, Tax Lam. 


It has been maintained that the state should never tax its own 
property. 1 For the state to tax itself, it is argued, would be like taking 
out of one pocket what one is putting into the other ; the position of the 
state is in no way improved thereby, but is rather injured since it has 
incurred the cost of the administrative work involved. Without taking 
exception to the main conclusion, it is necessary to point out several 
implications of this position. The state is regarded as a simple unit, 
while, as a matter of fact, the state is a complex organization with 
many subordinate units, among all of which substantial justice must 
be maintained. Again, the state, in many of its minor divisions, ac- 

1 Cf. EL C. Adams, Tie Science of Finance, pp. 316-19. 
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quires and operates property in competition with private organiza- 
tions, out of which situation grows the necessity, on the one hand, of 
treating the private corporations fairly, and, on the other hand, of 
measuring truly the performance of the public enterprise in the light 
of the fact that it does not pay taxes. 

With the rapidly increasing functions of the state, it happens that its 
property is concentrated in certain localities. If such property is not 
locally taxable, the locality may be severely pressed for revenue. The 
same situation obtains where a minor division, say a city, owns prop- 
erty such as a water reservoir outside of its corporate limits. The New 
York State Tax Commission states that 

modem conditions are requiring various municipalities to acquire property 
in other jurisdictions. Water supply systems are the most important illustra- 
tion of this necessity. There are now taxing units in the forest preserve 
counties where nearly all the property is state-owned and unless the state 
paid taxes for local purposes, the burden on the private real estate owners 
would be exceptionally heavy, if not unbearable. 1 

Should a state or a minor division thereof acquire property outside its 
state boundaries, there could, of course, be no exemption, except by 
treaty between the states affected. 

In Maine, municipal property is not exempt unless it is located 
within the corporate limits of the city. In Rhode Island, the tax each 
town must pay is apportioned in a lump sum by the legislature, on the 
basis of the property in the town, including municipally owned prop- 
erty. The town is responsible for the sum required; but, in raising it, 
the town taxes only private property. Similar arrangements exist in 
other New England states. 

The common practice, however, is to exempt public property entire- 
ly. The constitution of Arizona requires that “there shall be exempt 
from taxation all Federal, State, County, and Municipal property. 2 
Similar provisions are found in the constitutions of Alabama, 3 Arkan- 
sas, 4 California, 5 Colorado, 6 Idaho, 7 Illinois, 8 Kansas, 9 Kentucky, 10 

1 Report , 1923, p. 23. 6 Art. x, sec. 4. 

3 Art. ix, sec. 2. * Art. vii, sec. 4. 

3 Art. iv, sec. 91. 8 Art. ix, sec. 3. 

4 Art xvi, sec. 5. 9 Art xi, sec. 1. 

8 Art xiii, sec. 1. » Sec. 17a 
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Louisiana , 1 Minnesota , 2 Missouri , 3 Nebraska, *, New Mexico , 5 North 
Carolina , 6 North Dakota , 7 Ohio , 8 Oklahoma , 9 South Carolina , 20 
South Dakota , 11 Utah , 12 Washington , 13 and Wyoming. 1 * The state leg- 
islature may exempt public property from taxation in Florida , 15 Geor- 
gia , 16 Indiana , 17 Nevada , 18 Oregon , 19 Pennsylvania , 20 Tennessee , 21 Tex- 
as , 22 and West Virginia . 23 In the latter group of nine states the exemp- 
tion apparently depends upon the discretion of the legislature, except 
for federal property, where the granting of exemption is purely pro 
forma. 

How the problem presents itself in New York, and the general out- 
line of one attempt to solve the problem, has been thus presented: 

There is at present considerable agitation in the state over the present 
system of taxation of lands and improvements owned by the state, and also 
criticisms in many of the towns in the Adirondack preserves as to the amount 
of assessments allowed by the Comptroller on forest reserve lands. Some of 
the assessors complain that as the lands of the state cannot be assessed on 
the same basis as lands of private owners in the same tax district they are 
unable to comply with the Tax Law which requires the assessment of all 
property at full value. The state has acquired and is acquiring vast tracts of 
land in every part of the state, for its institutions and for other public im- 
provements. In some towns the acquisition of the land by the state and its 
subsequent exemption from taxation makes the town almost without re- 
sources for current expenses of government. 

In the proper administration of the affairs of large dries and in the better 
protection of the health of their drizens, many dries, towns and villages have 
found it necessary to go outside of their corporate limits in the building of 
water works, sewers, and other public necessities. There is at present a vast 
amount of litigation between the City of New York, for instance, and the 


I Art x, sec. 4. 

3 Art ix, sec. 1. 

3 Art x, sec. 6. 

* Art viii, sec. 2 . 
5 Art ix, sec. 3. 

4 Aft v, sec. 5. 

’ Art xi, sec. 176. 

* Art xii, sec. 2. 

* Art x, sec. 6. 

* Art x, sec. 4. 

II Art, xi, sec. 5. 

13 Art xiii, sec. 3. 


** Art vii, sec. 2. 

** Art xv, sec. 12. 

15 Art ix, sec. 1. 

14 Art vii, sec. 2, par. 2. 
*7 Art x, sec. 1. 

18 Art x, sec. 1. 

Art ix, sec. 1. 

*» Art ix, sec. 1. 

31 Art ii, sec. 28. 

32 Art viii, sec. 1. 

38 Art x, sec. 1. 
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several cities, towns and villages along the Hudson, in which the water sup- 
ply of the dty has its source. The questions involved are not only the right 
to assess the property, but also the manner and extent of the assessment. 1 

If, as in most states, the state tax rate is applicable equally to all 
property, the shrinking of the tax base by the exemption of municipal- 
ized public utility property affects chiefly the rates of local taxes, for the 
state tax is comparatively low. The diminution in local revenue thus 
occasioned must be made up by making the tax heavier on the part not 
yet municipalized, unless the utility yields a surplus equal to the taxes 
that would have been paid were the property privately owned. The 
dimin ution in local tax revenue due to exemption indicates a shift in 
the burden of the cost of this service from the ratepayers to the tax- 
payers. But if the enterprise is equally efficient under public and pri- 
vate operation, the freedom from taxation should be reflected in lower 
rates or higher surpluses. If the taxpayers and the ratepayers con- 
cerned are resident in the city, this shift may not mean a great deal one 
way or the other, unless the distribution of the taxable property differs 
from that of the use of the service. 

But if, as in California, the local property tax on public utilities is 
replaced by a tax on the gross receipts, all of which is collected and 
retained by the state treasury, the result is quite different. By muni- 
cipalizing their public utilities, cities deprive the state treasury of one 
of its most important sources of tax revenue. The local relief from taxes 
should be reflected in lower rates for the services. Thus the local pa- 
trons of the service are benefited at the expense of the state treasury. 
This would tend to make the burden of taxes still heavier on the utili- 
ties not yet municipalized and thereby unfairly to encourage municipal- 
ization. That the tax administrators in California are aware of this 
problem is indicated by statements in successive reports of the Cali- 
fornia State Board of Equalization. For example, in 1920, 

attention is called to the increasing tendency of municipalities to acquire and 
operate power and light plants, street railways, and other public service en- 
terprises, thus cutting off a not inconsiderable amount of state revenue; with 
the probability that other and larger items may be so diverted, causing losses 
sufficient to make other sources of revenue necessary. 3 

* Report of New York Tax Commission , 1915, pp. 20, 21. 

3 Report for 19x9-20, pp. 5, 6. 



EXEMPTIONS 


143 


Stall, the board offers no solution. The Committee on Tax Exemp- 
tion of the National Tax Association, facing this question, would not 
accept the New York solution of continued taxability of publicly 
owned utilities, but appears to hope for a solution in “a readjustment 
of territorial jurisdiction and (or) of the functions of government to 
cover such cases.” 1 

Other and quite different suggestions appear elsewhere. The Board 
of State Tax Commissioners of Michigan, for example, believes “that 
municipally owned public utility should be subject to the same tax 
burden as that owned by a corporation or an individual, especially 
upon any property owned by a municipality but situated in another 
taxing district.” 3 Such relief as may come to the local patrons, the 
board believes, is more than offset by the extra burden upon the 
general taxpayer. 

It would appear from the foregoing that the question of taxation of 
public property can hardly be summarily dismissed, by saying that, 
being publicly owned, it must of course be exempt. Much public prop- 
erty devoted to semicommercial purposes might properly be taxed. 
The extent to which public property is concentrated is material. If it 
were distributed proportionately to taxable property no serious objec- 
tion could be made. Such is largely true of elementary- and secondary- 
school buildings; but it is often not true of state and federal properties. 
The presumption must be that, in the interest of simplicity, such 
property should be exempt. The “state should not tax itself” except 
for good reason. Taxation of public property could, therefore, be 
advocated only on these three grounds: first, that there is considerable 
concentration of exempt property; second, that such concentration 
produces discrimination in tax burdens on local taxable property; and 
third, that there are no adequate offsets to such discrimination. 

That some exempt property is unequally distributed among taxing 
units is easily demonstrated. It has been shown that concentration is 
to be expected. That it exists is shown clearly in Table 33 which is 
based upon the investigations made by the New York Special Joint 
Committee on Taxation and Retrenchment Not only does the table 
show wide ranges between the high and low ratios of exempt to taxable 
real property in the 39 cities and 932 towns investigated — practically 

1 Procee&ngs, 1920, pp. 235, 236. 


*R*portfer 1921-22, p. 34. 
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all the cities and towns in the state — but it also shows that the varia- 
tion in the ratios is much wider for the towns than for the cities. That 
means that the smaller the taxing unit, the greater the probability that 

TABLE 33 

Cities and Towns op New York State Classified According to the 
Ratio op Their Exempt to Their Taxable Real Property, 1925* 


Ratio of Exempt to Taxable 
Real Property 


(Per Cent) Number 


o-4.99 3 

5"9 '99 5 

10-14.99 20 




35-9 

31.8 

15-9 


15-19.99 11 18.6 62 6.7 

20-24.99 10 I 7-o 27 2.9 

25-29.99 3 5.1 10 1. 1 


30-34-99 l \ 1.7 \ 10 1. 1 


35-39-99 1 *-7 8 0.9 

40-44.99 1 1.7 8 .9 

45-49-99 2 3-5 2 .2 

50-54.99 1 i-7 5 -4 

55-59 99 4 .4 

60-65.99 1 1.7 2 .2 

65-69.99 1 .1 

70-79 99 1 .1 

80-89.99 6 .5 

90-99 99 1 .x 

100 and over 6J 0.5 


Total 59f 100.0 932 100.0 


* Based upon data in Special Joint Committee on Taxation and Retrenchment, Tax Exemption in 
ike State of New York, pp. 47, 64* 
t City of Sherrill not reported. 

t In the six towns with ratios of exempt to taxable real estate of zoo per cent or over, the ratios and 
the institution, the exemption of whose property might explain the high rates, were as follows: Provi- 
dence, 101 per cent (tuberculosis hospital); Macedon, zip per cent (canals); Gaines, 133 per cent 
(bridges, docks, and ferries); Waterford, 178 per cent (canals); Highlands, 426 per cent (West Point 
Military Reservation); and Dannemora, 438 per cent (state penitentiary). 


the exempt property is either a very small or a very large percentage 
of the taxable property. Thus, of the 59 cities reported, only 3, or 5.1 
per cent, had ratios of exempt to taxable property lower than 5 per 
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cent, while of the 932 towns, 335, or 35.9 per cent, had ratios below $ per 
cent. At the other end of the scale, only 2 cities had such ratios above 
50 per cent, while, of the towns, 26 had ratios in excess of 50 per cent. 

The data suggest a remedy for the ill effects of concentration, if any 
exist; namely, the enlargement of the taxing units. That remedy is 
needed even more strongly for reasons of greater economy in public 
administration. 1 If evils exist in the concentration of exempt property, 
publicly or privately owned, they can be cured, in part at least, without 
resort to the questionable practice of taxing public property. 

On the second point, relating to the effects of such concentration, 
the case against exemption is often regarded as proved when the con- 
centration is demonstrated. A relatively high ratio of exempt to tax- 
able property in a taxing district is accepted without question as proof 
that there is a high local tax rate. Such is the assumption made in a 
spirited treatise dealing chiefly with Massachusetts exemptions. 2 The 
assumption is also implicit in a study sponsored by the Westchester 
County (New York) Chamber of Commerce in 1922. 3 The position 
taken is that, since a great variety of charitable, eleemosynary, scien- 
tific, and religious institutions have found it expedient to move away 
from the high land values in New York City to the more desirable 
residential area of Westchester County, and since many of these insti- 
tutions render services whose benefits are state-wide, or even world- 
wide in their benefits, the taxes on taxable property in Westchester 
have become unduly heavy.** There are, however, no statistical data 
presented to show that the taxes are actually higher in Westchester 
than elsewhere, though they may be. 

The investigation of the New York Special Committee on Taxation 
and Retrenchment shows that, as a matter of fact, there is no such 
correlation between local tax rates and the respective ratios of exempt 

1 Cf. Franklin D. Roosevelt, Proceedings , XXII (1929), 319-27. 

* Edith Hamilton MacFadden, The Next Question (1927). 

a Tax Exemptions on Real Estate. The author of the princqwl port (Part I) of 
the treatise is Philip Adler of Columbia University. He presents a study of the origin 
of exemptions of charitable and religious institutions. 

« It was probably with this situation in mind that the New York Tax Commission 
stated: “Small or rural communities, especially those bordering on great cities, find 
the exemption matter a great burden, as the dries locate so many of their eleemosy- 
nary institutions just over the border” (. Report , 1923, p. 24). 
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to taxable property as is usually assumed. In the words of the Com- 
mittee: 

One of the questions that it was desired to answer was whether or not 
tax exempt real property was related to the tax rate paid by taxable prop- 
erty. If the presence of exempt property affects the cost of government to 
any appreciable extent, then we should expect to find high rates in cities 
with large percentages of exempt property and low rates in cities with small 
percentages of exempt property. 

Table XHLA shows that there is practically no indication of any relation- 
ship between these two variables. High tax rates must be explained upon 
other grounds than the presence of a large proportion of exempt property 
and, conversely, there is no warrant in assuming that a large amount of 
exempt property results in a high tax rate in the cities of New York. x 

This comment relates to the cities of New York State. The relation- 
ship of high tax rates to high exemption ratios might be supposed to be 
clearer in the towns than in the cities, since the dispersion of the ratios 
of exempt to taxable property is greater. But the Committee, finding 
little or no such relationship, even for the towns, thus summarized its 
conclusions: “Therefore it seems clear that the amounts of tax exempt 
real property in the towns of New York State have very little if any- 
thing to do with the true rates at which their property is taxed.” 2 

The Committee naturally felt bound to present an explanation of 
this unexpected finding. The explanation, in general, is threefold: 
first, the exempt institutions are seldom locally supported; especially 
is this true of state institutions and endowed institutions; second,, the 
presence of these institutions does not involve local governmental costs 
in proportion to the value of property, e.g., West Point Military 
Reservation and the state penitentiary; and, third, they confer some 
local incidental benefits such as ‘‘bringing trade to the town” and “giv- 
ing employment to residents.” 5 It is a perfectly rational explanation 
that these benefits are capitalized so that the tax rate is not increased, 
provided the incidental benefits axe substantial and the extra local 
governmental cost not excessive. 

To the extent that there is no clear relationship between ratios of 

* Ibid., p. 3$. See also Tab&XXIIA, pp. 68, 69, of the Committee’s report 

3 Ibid., pp. 72-80. 
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exempt to taxable property and the true tax rates, it appears that the 
case for exemption of public property is sustained. If there are cases 
in which the local increase in governmental cost caused by the presence 
of exempt property is substantial, in so far as this condition cannot be 
remedied by an enlargement of the taxing district, there appears to be 
a need for some sort of relief. But that relief should be granted in some 
other way, if possible, than through taxation of public property, be- 
cause such taxation involves certain grave administrative difficulties. 
There is, for example, the problem of assessing state property for local 
taxation. It is perfectly obvious — the experience of New York State 
bears out the view — that, if the local assessor were entrusted with the 
assessment, public property would be overassessed. On the other 
hand, central assessment of state property, and allocation of the valua- 
tion for local taxation, would not be locally satisfactory. While these 
difficulties are not insuperable, they should not be incurred needlessly. 

V. EXEMPTION OP PRIVATE PROPERTY 

While the presumption is that public property should be exempt, 
the presumption is equally strong that private property should be 
taxed or show good cause for exemption. There are fiscal, economic, 
and political reasons for not granting or continuing exemptions that 
cannot meet the test of a good cause. Doubtless, numerous present 
exemptions cannot meet the test. And surely, if all the bills for ex- 
emptions introduced in every state legislature were to become law, the 
result would be fatal to the tax system of every state. A statement from 
the New York Special Tax Committee on Taxation and Retrenchment, 
relating to tax exemption bills in New York, will illustrate the danger 
and emphasize the preposition that existing and proposed exemptions 
alike should be carefully considered: 

If all the tax exemption bills presented to the legislature during the past 
three years had been enacted, they would have all but obliterated the state 
tax system. The sum total of the revenue which would have been lost 
through the passage of these bills is $423,780,000. Practically all of these 
bails were defeated in the legislature. Those enacted into law carried a tempo- 
rary reduction of revenues totalling $42,512,000 and permanent reduction of 
$8,600,000 annually. 1 
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A valid case for exemption should have at least three aspects. In 
the first place, the property seeking exemption should be used in 
rendering a service affected with a bona fide public interest. This serv- 
ice should either supplement the same service rendered by the state, as 
in providing schools or other educational facilities, or should be a service 
in which, though the state does not directly engage, it has nevertheless 
a genuine interest. Religious institutions are in the United States the 
most conspicuous examples of this class of exemptions, though it is 
vigorously denied by many that the state has a sufficient interest 
therein, and many even would go so far as to assert the interest of the 
state in the suppression of at least some of the now existing institutions. 

In the second place, the service deserving such subsidy must be in- 
capable of being fostered adequately on a commercial, quid pro quo 
basis. In a sense, all legitimate economic activities are affected with a 
public interest. Transportation is a necessary public service, but it is 
not, ordinarily, necessary to subsidize it. The state has no interest in 
extending it beyond the point where the beneficiaries will pay for it. 
But in education, charitable, preventive, and research activities, the 
quid pro quo basis is inadequate for the best public interest. If this 
were not true, the enormous annual appropriations for elementary, 
secondary, and higher educational institutions could not be justified. 

In the third place, the tax exemption method of subsidizing these 
services should not be used unless it can be done without serious dis- 
proportion between the benefits and costs to localities interested. A 
local taxing district should not be required to absorb the loss of 
revenue in exempting property whose use does not confer a reasonable 
local benefit. 

In order to insure the recurrent consideration of the justification 
of exemptions, they should not be regarded as a vested right, and the 
privilege should not be incorporated in state constitutions or in special 
charters having the force of irrevocable contracts. 

A. RELIGIOUS INSTITUTIONS 

For the property of religious institutions the test is the presence or 
absence of a public interest. Religion cannot be sold over the counter as 
are groceries. And property of religious institutions is in this country 
so widely distributed as to preclude any appreciable effect upon local 
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tax rates. The benefit is partly localized. Moreover, the American state 
is barred from subsidizing religious institutions in any other way. 

Religion is not a rational matter, in one sense, hence its value is in- 
capable of being reduced to a common denominator. All sorts of 
reasons are advanced for and against exemption of property devoted 
to religious purposes. The Special Commission of Massachusetts ap- 
pointed in 1874 “to inquire into the expediency of revising and amend- 
ing the laws relating to taxation and exemption therefrom” vigorously 
and lengthily defended exemption of religious institutions: 

The advantage of having these houses thus employed are, in the eyes of 
the state, somewhat different from the advantages sought by the individuals 
who thus employ them. To the individual, religion is an end which he seeks 
for his own sake, but to the state, it is a means for the promotion of its highest 
interest The state uses religion and favors its advancement, because it is a 
means of civilization — because it helps the state forward in its own line of 
highest progress. Our own state constitution aptly expresses this when it 
declares that “the public worship of God, and instruction in piety, religion 
and morality, promote the happiness and prosperity of the people and the 
security of a republican government.” 1 

There was a minority opinion, not opposing the principle of exemp- 
tion, but against certain abuses; the minority opinion would limit the 
exemption to $25,000 for each house of religious worship, on the ground 
that rich churches did not need the subsidy. 2 

In the report of the Maryland Special Tax Commission of 1888, tax 
exemption of religious institutions was attacked on the ground that it 
fostered extravagance and saddled others with the cost thereof. Thus, 
a wealthy Quaker, opposed as a matter of conscience to ostentatious 
display, would be required to pay taxes to support the improvident 
Methodist in his extravagant church buildings. This was held to vio- 
late the sacred principle of religious liberty. Yet the commission, de- 
spite its fine-spun arguments, went only so far as to recommend that 
the exemption be limited to property actually used and necessary for 
the proper religious use. 3 

Modem controversy on the subject would not rise above the level of 
these reports. There would be some who would understand, as did the 

1 Report , P- 161. 

* Ibid., pp. 181-201. 


s Report , pp. 68-72. 
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Massachusetts Commission, that the justification of exemption of 
property used for religious purposes must depend upon the extent to 
which these institutions subserve the “highest interests” of the state. 
Many would not see any such higher interests and would cavil at in- 
consequential details, as did the Maryland Commission. But in nearly 
all the states there would be agreement that the exemptions ought not 
to run without limits. 

Churches are everywhere exempt ; parsonages, generally, but only to 
a specified value in certain states. Colorado, for example, exempts 
parsonages to the extent of $3,000. Connecticut exempts bonds, mort- 
gages, or invested funds of any church or ecclesiastical society not ex- 
ceeding $10,000, but the total exemption to any one religious institu- 
tion is not to exceed $20,000. Something of the care with which abuses 
are sometimes guarded against may be seen from the constitutional 
provision of California to the effect that 

all buildings and so much of the real estate upon which they are situated as 
may be required for the convenient use and occupation of said buildings, 
when the same are used solely and exclusively for religious worship, shall be 
free from taxation: Provided , that no building so used which may be rented 
for religious purposes and rent received by the owner thereof, shall be exempt 
from taxation. 1 

The New York Committee on Taxation and Retrenchment briefly 
stated its views as follows: 

The exemption of the property of churches and the clergy as well as of 
societies organized for moral and mental improvement seems to be one of 
purely local concern and benefit. Except where some denomination takes up 
more than a disproportionate share of a municipality’s taxable property, it 
does not appear that injustice is done. 3 

This is too complacent There are opportunities for abuse of the 
exemption privilege in connection with property devoted to religious 
purposes. There are wealthy institutions which have acquired valuable 
land which they hold, by reason of tax exemption, at low cost, and for 
the acquisition of wealth.* But a worse feature is that individual per* 

* Art xiii, sec. if. 3 Of . cii p. 76. 

* Cf. The Nation, VoL CXXVm (May 15, 1929), under the caption “Saintly 
Profiteering.” 
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sons may share the illegitimate gain. For example, the owner of a par- 
cel of property may borrow on it all that can be had and then sell it to 
some exempt institution, religious or otherwise, for a sum greater than 
could have been had through sale to a person to whom the property 
would be taxable. The taxable seller and the exempt buyer may share 
the capitalized value of the tax exemption. The objection to exemption 
of property devoted to religious purposes rests, then, not so much 
upon the proper use but upon the abuses of which it is capable. 

B. EXEMPTIONS FOR EDUCATIONAL PURPOSES 

This class of property is used for a public purpose, or one which the 
public can approve — does, in fact, approve to the extent of spendin g 
vast sums of money and vaster amounts of energy each year. Such en- 
couragement as tax exemption gives may often be justified on the 
ground that private schools supplement the state services. In general, 
a state will not undertake a function until the element of general public 
benefit is tolerably apparent and affects a considerable part of the 
people. The private institution often functions as the pioneer. When 
later the public benefits have become sufficiently established, the state 
may take over the function. Such has been the general development 
in the field of education, and there is no reason for supposing that such 
differentiation will not continue. Tax exemption is in this case only a 
reasonable encouragement. 

The undesirable effects of tax exemption to educational institutions 
are not serious. For the most part there is relatively little concentra- 
tion of property. In so-called educational centers, especially if they are 
small cities, as are the sites of many state universities and private 
schools, considerable property is withdrawn from the local tax base, 
and the expenditures in such places are probably also increased some- 
what by reason of the fact that the schools are located there. It is rare, 
however, to find a community which will not resist the removal of any 
such enterprise from its territory, even though it pays no local taxes. 

The limits on the exemptions apply to nonpublic schools only. In 
many states there are limitations on the area of real estate that may 
be exempt to any one school In Oregon the maximum is 30 acres; in 
North Dakota, 40 acres; while in Washington it is only 10 acres, with 
the furtter restriction that the institution must be open to all on equal 
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terms. The provision is common that such property must not be used 
for profit. And sometimes it is specified that the entire institution 
must be devoted exclusively to educational purposes. An example of 
liberal restrictions on the exemption is Indiana, which exempts 320 
acres, and not to exceed 40 acres for every building used for educa- 
tional, literary, scientific, or charitable purposes. 

Other states follow the practice of exempting only such private edu- 
cational institutions as are separately and specifically named in the 
acts of the legislature or the constitutions. Those not named are 
taxable. The constitution of California, 1 for example, exempts “All 
property now or hereafter held in trust for the founding, maintenance, 
or benefit of Leland Stanford University . . . ., belonging to the Cali- 
fornia School of Mechanical Arts, .... to the California Academy of 
Sciences, and .... to the Cogswell Polytechnic College.” By statu- 
tory provision, Connecticut exempts “the funds and estate of Yale 
University, Sheffield Scientific School, Trinity College, and Wesleyan 
University, but not real estate the annual income of which exceeds 
$6,000.” 

A few states extend this to cover not only the property of the enter- 
prises but also the property of the officers of the institution; and some- 
times to cover the property of such satellites as college fraternities. 
Thus in Rhode Island “estates and persons of the president and pro- 
fessors of Brown University and their families to an amount not exceed- 
ing $10,000 for each officer” are exempt. The property of college 
fraternities is exempt in most states by special statutes or on the gen- 
eral ground that they are educational institutions. 

Where private libraries are free and open to the public they are 
usually exempt. In many states this is not specifically stated in the 
constitution or statutes. The private libraries may then be exempt 
under the rule that non-profit-making educational associations are 
exempt. Arizona, Delaware, Maine, Massachusetts, Nebraska, Ne- 
vada, North Dakota, South Carolina, South Dakota, and Tennessee 
do not state the exemption specifically, yet freely extend it. On the 
other hand, strictly private, especially professional, libraries, are not 
always exempt. Vermont exempts public” and “free” libraries, and 
also “private” and “professional” libraries. Family libraries are ex- 

1 Art. ix, sec. 10. 
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empt in West Virginia and works of art and private libraries in Missis- 
sippi. But this is not the rale. Where exemption is granted it is partial, 
and usually narrowly limited. In Wisconsin the exemption applies to 
“private libraries” only to the extent of $200. Kansas exempts the 
family library and books to the amount of $50. The family Bible and 
all school books are exempt in Wyoming. When not conducted for 
profit, literary and scientific societies are frequently but not always 
exempt. Such societies perform a necessary function which the state 
is not likely to undertake, because the benefits are not generally recog- 
nized. There appears to be the same reason for encouraging such so- 
cieties by tax exemption as for fostering inventions and literature by 
patents and copyrights. 

It is certain that possibilities for abuse lurk in tax exemption of 
property granted to educational uses. Elementary and secondary edu- 
cation is now so abundantly provided at public expense that the justi- 
fication of exemption can rest but insecurely upon the need for supple- 
mentary private educational facilities of a parochial nature. If private 
instruction of a kind more exclusive than that offered by the public 
schools is desired, it should bear its full cost, including taxes. In higher 
education too, there is an exclusive form which needs no subsidy. But, 
in general, in advanced education and especially in scientific research, 
which is very expensive yet very necessary, there is legitimate need for 
tax exemption, provided it is properly confined to the properly actually 
used for educational and research purposes. 

C. CHARITABLE INSTITUTIONS 

Institutions of this type are very difficult to classify. The purposes 
for which they exist vary all the way from caring for orphan children 
to maintaining homes for the aged; and they attempt, between these 
two extremes, to alleviate every ill that may beset a human being. 
Some charge for their service, while others render it gratuitously. 
Some accept persons without distinction, while others limit their in- 
mates according to age, race, creed, or wealth. They are usually 
exempt unless they are profit-making. 

Experience has shown the dangers in providing too liberally at 
public expense for at least certain forms of charitable relief. There 
appears to be no good reason that private agencies should not be sub- 
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sidized when they relieve the state of a part of such expense, even 
when the relief provided is of a higher grade than that provided by the 
state. The principal difficulty consists in drawing the line, in law and 
practice, so as to include all deserving cases and to exclude all others. 
The definition of charity is a difficult one, and one that varies with 
changes in need for relief. There is the danger that an association may 
perform incidentally some charitable service, and then claim and be 
allowed exemption on all its property. Thus, in Wisconsin, a woman’s 
club sought, but was properly denied, tax exemption on the ground of 
having given a small sum for the training of relief workers. 1 On the 
other hand, there are cases where subsidy, through tax exemption or 
otherwise, would be legitimate, though it is not now allowed. Thus 
the California Special Tax Commission considered the evidence of the 
Southern California Hospital Council. The recommendation by the 
commission of tax exemption for non-profit-making hospitals was 
denied: “It appears that California is one of only three states in which 
such hospitals are compelled to pay taxes, and an appealing case is 
made for more liberal treatment.” Yet the commission felt that “ex- 
emption should be curtailed, rather than extended.” It suggested as 
an alternative “more liberal public grants and payments where the 
activities of these institutions clearly have the effect of caring for cases 
which would otherwise be a charge on public funds.” 2 

The suggested remedy, while far from being free from objections, is 
more flexible than a general exemption. It has the advantage of re- 
lieving the assessor from the difficult task of interpreting and ad- 
ministering the exemption laws. But it presents the equally difficult 
task of deciding when and to what extent cases cared for “would be a 
charge on public funds.” In other words, it is extremely difficult to 
decide when charitable activities are so “affected with a public inter- 
est” as to entitle them to subsidy of any kind. 

D. EXEMPTIONS POE OTHER PURPOSES 

The property of fraternal and benevolent societies is exempt only 
when specifically authorized. It is doubtful in many cases, to say the 
least, whether the exemption is justified. For the most part, these 
organizations do not subserve the “highest interests” of the state. 

1 221 N.W. 375. * Final Report, iQ 2 Q t p. 90. 
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The state performs directly most, if not all, of the functions neces- 
sary to protect and defend with reasonable security our property and 
lives. For that reason, most of the property devoted to the activities 
of the army, the navy, the state militia, and the local police and fire 
forces is publicly owned. Only rarely, as in the case of some fire com- 
panies, is any private property involved. 

It is common for a state to show gratitude, honor, or encourage- 
ment to certain classes of persons who have performed or are perform- 
ing special services. Soldiers and sailors incur special risk of life in case 
of war, and the public sometimes expresses its gratitude in the form 
of tax exemption. Ministers of .the gospel and others whose services are 
deemed to be specially meritorious, and who are frequently underpaid, 
are sometimes thus favored, within limits. New Hampshire exempts — 
and the provision is typical 1 of many states — “Property to the amount 
of $1,000 of any soldier or sailor who served sixty days in the army of 
the United States during the War of the Rebellion and was honorably 
discharged, and the wife or widow of the same, provided the aggregate 
value of the property is not over $3,000.” Exemption is often extended 
to the property of associations, for example, the Woman’s Relief Corps, 
or the Daughters of the American Revolution. The exemption also 
extends usually to such organizations as the Grand Army of the 
Republic, and to some institutions engaged in taking care of old 
soldiers and sailors. 


E. MINIMUM EXEMPTIONS 

A common though not universal cause of exemption is the disposition 
not to burden those whose property does not amount in value to a cer- 
tain specified sum. To require a tax payment of those on the border- 
line of poverty might readily increase the burdens of the state dispro- 
portionately by throwing such persons on the public or private charity. 
Another reason is that in all such cases the amount of the tax will be 
small, and its collection may cause more annoyance than the amount 
of revenue warrants. This, at least, is true where the exemption is 
given only when the total value of property held does not exceed a 
specified minimum. It is less true if the exemption, or better, the de* 

1 Except that they are UsaaEy recent The Worid War led to several Kberal ea- 
emptioB pgo v istes u . 
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duction, is permitted regardless of how much property the taxpayer 
possesses. 

There is a considerable list of producers’ goods which are exempt: 
farming tools and utensils; mechanics’ tools; family looms and spinning 
wheels; one sewing machine; fishing apparatus; seed grain; a limited 
amount of livestock and feed therefor. The exemption of this amount, 
usually limited either in quantity or value, is presumably intended to 
make the individual feel more secure, since he cannot, by forfeiture of 
taxes, lose his tools or other needed goods. The real effect is doubtful; 
and, since in most states the exemption is given regardless of the aggre- 
gate value of the taxpayers’ property, much taxpaying capacity 
escapes; this results in a reduced tax base and a higher rate. 

In a few states, notably in New England, the exemption does not 
apply except to those who, being old, crippled, or poor and dependent, 
are incompetent to pay. This condition of the taxpayer must be ascer- 
tained by the assessor or by some other local tax administrator before 
exemption or abatement is granted. 

F. EXEMPTIONS FOR DEVELOPMENT OP INDUSTRIES 

Another common cause of exemptions is the disposition of the state 
to establish or foster certain industries. This encouragement may take 
one of two forms: Exemptions may be granted either to non-profit- 
making associations engaged in encouraging such enterprises, or to 
property used in the industry itself. The exemptions sometimes given 
to agricultural associations, chambers of commerce, state or county 
fair associations, and granges are examples of this type. Many other 
organizations, with nearly equal propriety, might claim such exemp- 
tions. Among them are trade associations and trade unions, to whom 
the exemption does not usually apply. The property thus exempt is 
not in the aggregate large. Nevertheless, the claim of such associations 
to tax exemption is not especially strong. And it would appear that 
specific aid is preferable, being more direct and better subject to 
control. 

The second type of exemption is perhaps less defensible, but more 
widespread. It occurs in many states and is not confined to any one 
industry. Agricultural products, livestock, seed grain, feed for 
livestock, growing crops, are examples of exemption of property made 
with a view to foster agriculture, or perhaps to win the farmer’s vote. 
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In a number of Western states it is provided that certain improvements 
on farming land, such as fencing, plowing, seeding, planting of trees, 
are not to be counted in determining the value of the farm for taxation 
purposes. To induce settlers to come to new regions, exemptions are 
often granted from ta x ation for a period of years after the patent from 
the United States has been secured. 

Exemption from taxation for a period of years is often given on 
mining claims. Irrigation works are often exempt when used by the 
owner or by a co-operative association. Manufacturers’ and mer- 
chants’ stock is frequently exempt; sometimes it is reached by special 
taxes in lieu of the property tax. In a few states the constitution 
authorizes the legislature to permit municipalities to extend exemptions 
to manufacturing enterprises with a view to inducing them to locate 
in the city. 1 In former years it was a common practice to grant tax 
exemption to railroads for a period of years as an inducement to ex- 
tension; some constitutions still contain such provisions; and the taxa- 
tion of the railroads in Illinois and Minnesota is still shaped to a degree 
by these early contractual exemptions. In a few seaboard states, 
where the development of a merchant marine has been a possibility, 
exemption has been granted to ocean-going vessels. 

A current example of exemption “for encouragement” occurs in 
New York. The housing shortage after the war was peculiarly acute 
in that state and led to a law exempting from local taxes for a period 
of years, subject to approval by the local authority, new buildings (ex- 
cept hotels) planned for dwelling purposes. Not all the local units in 
New York elected to exempt such buildings, but New York City and 
other large cities did. A great deal of construction went on under the 
exemption. 3 What the net result has been is uncertain. Obviously not 
all building would have ceased had the exemption not been granted. 
That any benefit has resulted is vigorously maintained and denied. 3 
Offsetting any gain from speeding up construction is the increased tax 

1 A revival of the practice of extending exemption to induce the location of in- 
dustries may be seen in the New England states, but especially in the states of the 
Old South. Cf. J. P. Jensen, Tax Exemption as a Means to Encouragement of In- 
dustry, Bulletin No. io (Bureau of Business Research, University of Kansas). 

a Table 30, supra. 

» For m appraisal of the effect see Untied States MoniMy Labor Renew, June, 
1924, p. zso. 
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rate on nonexempt property. The law has been extended, however, 
beyond its original time limit. 

Tax exemption for industrial encouragement, like a protective tariff, 
is a device of local, mercantilist commercial policy. It must be justi- 
fied or opposed on the same grounds as a tariff. On economic grounds 
the presumption is against both. The principal claim for exemption 
must be the “infant industry 55 argument. In the industrially develop- 
ing southern states, there are probably valid bases for exemption on 
that ground, despite the hazard that such a policy, adopted in one 
state, must tend to lead others in self-defense to adopt it also. In that 
respect, the industrial exemptions are like national tariffs, competitive 
armaments, and competitive advertising. In order to guard against 
abuses of exemptions of this type, if they must be granted, the follow- 
ing restrictions should be observed. 1 

1. The exemption should not be perpetual. That is a part of the 
“infant industry 55 argument. Time limits are characteristic of the pro- 
visions of the industrial exemptions witnessed during the past decade 
in the states of the “Old South. 55 Thus in 1930, the electors of Florida 
ratified a constitutional amendment sanctioning an exemption for fif- 
teen years for companies generating hydroelectric power, no exemption 
to continue beyond 1948. There is objection to incorporating even a 
temporary exemption in the inflexible fundamental law. 

2. The exemption should be limited in area, should perhaps be a 
matter of local option, and should be confined to the taxes of the areas 
that are to benefit. The state and perhaps the county should not lose 
revenue on account of exemptions that may benefit only one small tax- 
ing district.* 

3. Exemptions should apply only to the operative property used by 
enterprises whose encouragement is economically justifiable. While 
this rule is difficult to observe, it is important if indiscriminate exemp- 
tions are to be avoided. 

G. UNOFFICIAL OR ILLEGAL EXEMPTIONS 

In conclusion, it is important to emphasize that the law and the 
practice of exemptions of all kinds, but especially of private property, 

1 Cf. Jensen, of. di. 

3 The New York housing exemption does not apply to state and county taxes. 



EXEMPTIONS 


159 


are often far apart. Thus, in Connecticut, the tax commissioner has 
repeatedly called attention to the prevailing practice of illegal exemp- 
tions, He reports that from 1914 to 1918 an increase of 19 per cent 
occurred in the special exemptions of the class voted by the towns and 
allowed by the assessors, chiefly to industries which the towns desired 
to encourage. Most of these exemptions are illegal, despite the fact 
that Connecticut permits more elaborate exemptions than any other 
state. 1 The American assessor reflects the viewpoint of his community 
and will temper the tax laws to realize what is wanted or will be toler- 
ated. De facto exemption prevails more or less everywhere because the 
assessor refuses to assess certain types of taxable property. Or he may 
assess property which the community or some members thereof wish 
to favor at a differentially low ratio to true value. Indeed, it is certain 
that vast amounts of taxable personal property go untaxed because it 
is not the custom to assess it. While it is true that such practices fre- 
quently serve to make the property tax tolerable, the practice is not 
commendable. 

1 Quadrennial Statement by the Tax Commissioner of Property Exempted from 
Taxation , , 1917-1918, p. 227. 



CHAPTER VI 


THE UNIFORMITY RULE 

The unifonnity rule requires that all of a taxpayer's property situ- 
ated in the same taxing district shall be treated alike. The tax must be 
proportional to the value of all the property taxable . 1 It is the purpose 
now to test the validity of the assumption that all taxable property is 
homogeneous, an assumption which underlies the rule that it shall all 
be treated uniformly. Such unifonnity of taxation requires uniformity 
both of the rate and of the valuation. 

Unfortunately the tax terminology of legislators and administrators 
is confused. Tax, levy , assessment , rate, valuation, and other terms are 
often used interchangeably. The terms necessary for the following 
paragraphs are few; they may be defined briefly according to the 
processes involved. The state levies a tax. The tax is the contribution 
made by the taxpayers. The levy is the fiat of the legislature imposing 
the tax. First, all the taxable property must be listed , that is, an inven- 
tory must be taken. Second, the property must be appraised, valued , 
or, more generally and more familiarly, assessed , so that there may be 
known, not only on how much property, valued in dollars and cents, 
each taxpayer must pay, but also the value of the total taxable prop- 
erty in a district. The total value of ajd the taxable property is the 
base. More often, it is called the valuation , or the assessed valuation, to 
distinguish it from the market or exchange value. By dividing the 
sum of money which the state has decided must be raised by the base, 
the rate is obtained. By multiplying the assessed value of the taxable 
property of each taxpayer by the rate, the amount of the tax he must 
pay is obtained. The sum of the contributions of all the taxpayers is 
called the yield or revenue, and would be the sum which the district set 
out to raise, if all the taxes levied were collected. 

x The feature of the property tax discussed in this chapter is the unifonnity re- 
quired by law. That such uniformity is far from realized will appear in following 
chapters. 

x6o 
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I. UNIFORMITY AS TO RATE 

Naturally enough, statutes and constitutions say little about the 
rate of taxation. In fact, the laws pertaining to tax rates are chiefly 
concerned with limtations of the rates of taxes that may be imposed. 
The reason the statutes and constitutions do not often deal with rela- 
tive rates is doubtless that discrimination in the rates among taxpayers 
within the same tax jurisdiction is regarded as obviously unjust, and 
generally impracticable. 

Some states, however, require a uniform rate. The constitution of 
Indiana requires that the “general assembly shall provide by law for a 
uniform and equal rate of assessment and taxation .” 1 Provisions of 
equivalent effect occur in the constitutions of Nevada , 2 Oregon , 5 South 
Carolina , 4 Utah , 5 and Washington . 6 The constitutional provision of 
Montana, to the effect that “the legislative assembly .... shall levy 
a uniform rate of assessment and taxation ,” 7 is awkward and ambigu- 
ous. 

A different type of provision requires designated species of property 
to be taxed at the same rate as other property. The constitution of 
Alabama requires that “the property of private corporations, associa- 
tions, and individuals of this state shall forever be taxed at the same 
rate .” 8 Almost of the same tenor is the requirement of the Kentucky 
constitution that “all corporate property shall pay the same rate of 
taxation as is paid by individual property .” 9 Mississippi 1 ® has an 
equivalent provision. Not unlike in effect, although the term “rate” 
is not mentioned, is the Arkansas requirement that “no one species of 
property from which a tax may be collected shall be taxed higher than 
another species of equal value .” 11 Tennessee 13 and West Virginia 15 have 
equivalent provisions. Uniformity of the rate of taxation is a necessary 

1 Art x, sec. i. 5 Art ix, sec. i. 

3 Art. x, sec. i. * Art x, sec. i. 

5 Art xiii, sec. 3. Classification authorized in 193a 

4 Art vii, sec. 2. Classification authorized in 1929. 

7 Art xii, sec. 1, 

* Art xi, sec. 217. “ Art xvi, sec. 5. 

9 Sec. 174. ** Art ii, sec. 28. 

* Sec. 181. * Art x, sec. 1. 
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consequence of the requirement that the tax shall be proportional to 
the value of the property of the taxpayer. This provision for propor- 
tionality of the tax, necessitating a uniform tax rate, is common in the 
state constitutions, varying surprisingly little even in form. 

The Alabama constitution, adopted in 1901, provides that “all taxes 
on property in this state shall be assessed in exact proportion to the 
value of such property/' 1 Equivalent requirements are found in the 
constitutions of Arkansas, 2 Georgia, 3 Illinois,* Michigan, 5 Missis- 
sippi, 6 Missouri, 7 New Jersey, 8 North Carolina, 9 Ohio, 10 South Caro- 
lina, 11 Tennessee, 12 Texas, 13 Utah, 1 * Washington, 15 West Virginia, 16 and 
Wyoming. 17 

n. UNIFORMITY AS TO VALUATION 


The tax will be proportional to the value of property if all property 
is assessed at its full value and a uniform tax rate is used. But propor- 
tionality might be attained equally well if the property were assessed 
uniformly at, say, 50 per cent of its actual value. To raise the same 
sum of money, it would be necessary only to double the rate. But if one 
item of property is assessed at 100 per cent and others at 50 per cent, 
the tax will necessarily be nonproportional. Most state constitutions 
do not state specifically that the assessment must be made at 100 per 
cent or any other specified percentage. The requirement of valuation 
at 100 per cent is rather thought to be implied in the common require- 
ment of proportional taxation. A few states, however, require valua- 
tion at true worth. 

The New Jersey constitution requires property to be assessed for 
taxes “according to its true value.” 18 Identical provisions occur in the 


1 Art ri, sec. 21 1. * Art x, sec. 3. 

3 Art. rvi, sec. 5. 6 Sec.ii2. 

3 Art vii, sec. 2. 7 Art x, sec. 4. 

* Art is, sec. z. * Art iv, sec. 7, par. 12. 

* Art v, sec. 3. 

* Art rii, sec. 2. Classification authorized in 1929, and provided for by statute 
in 1931* 

a Aft lii, sec. 29. 15 Art vii, sec. r. 

“Art ii, sec. 28. * Art x, sec. z. 

w Art viii, sec. 1. 17 Art xv, sec. zz. 

Art xui, sec. 2. * Art iv, sec. 7. 
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constitutions of Mississippi 1 and North Carolina. 2 Michigan requires 
assessment of property at “its cash value” 3 ; Oklahoma, 4 at “its fair 
cash value estimated at the price it would bring at a fair voluntary sale.” 
Virginia requires that “all assessments .... shall be at their fair 
market value.” 5 

In a few states, uniformity is required at a fractional part of full value, 
always by statutory provision. Alabama fixes the assessment value at 
60 per cent of actual value of taxable property. In Arkansas the 
assessed valuation is determined by the state tax commission; since 
1917, it has been fixed at 50 per cent. Prior to 1898, the valuation in 
Illinois was to be at full value; in 1899, the basis was 20 per cent; in 
1909, it was to be at 33-g- per cent; then, in 1919, it was fixed at 50 per 
cent; and, in 1927, at 100 per cent of the full value. 6 In Iowa, it is 25 
per cent for general property. In Washington, it is not to exceed 50 per 
cent. Since 19x3 the assessors of New Mexico have been required to fix 
the value for taxation at 33-g-per cent. Prior to 1920, Nebraska 
assessed its taxables at 20 per cent; but in that year the new constitu- 
tion required full-value assessments, and permitted the legislature to 
classify intangibles. Since 1923 North Dakota also technically has 
belonged in this group, as it requires all taxable property to be taxed 
on a valuation of 75 per cent, with farm buildings and improvements 
on farm land exempt. In Minnesota and Montana different ratios are 
used for different classes of property, under a system of classification. 

In certain states, moreover, the requirement for a uniform level, at 
100 per cent or below, extends only to the valuation for the state tax. 
At their option, local units may adopt some lower ratio, but this ratio 
must be uniform within each local taxing district. Thus, the New 
York Tax Commission determines each year a set of equalization ratios 
showing for each county in the state the percentage of true value at 
which property in the county was assessed, and on the basis of which, 
formerly, the valuation was revised for purposes of the state tax. 7 

One argument offered for fractional assessment is that it facilitates 

1 Sec. 1X2. 

2 Art. v, sec. 3, * Art x, sec. 5. 

* Ait. x, sec. 7. * Art viii, sec. 169. 

* It is hardly necessary to add that these statutory changes are quite inoonaptetely 
reflected m the actual assessment ratios. 

7 There is now no state property tax m New York. 



164 property taxation in the united states 


legal assessment. It was argued that taxpayers would more readily 
and uniformly submit to an assessment at, say, 50 per cent than at 
100 per cent. Assuming a fixed amount of revenue needed, the rate 
would be increased exactly in proportion as the assessment ratio was 
lowered. It is doubtful, however, whether fractional assessment actu- 
ally has had the effect of making the taxes more nearly uniform among 
taxpayers or among the several types of property. The experience of 
Iowa, which probably has permitted fractional assessment longer than 
any other state, indicates that nothing can be hoped for from this de- 
vice, for the “assessed” value is taken as 25 per cent of “actual” value, 
which is in practice somewhat less than 50 per cent of market value as 
obtained from actual sales. 1 

There are good reasons for equalizing the valuation among 
counties and for levying both state and local taxes on the same valua- 
tion. In the first place, to do so simplifies the clerical labor in extend- 
ing the taxes on the roll. In the second place, a great variety of com- 
plications that might otherwise arise would be avoided. Where, for 
example, some central state board assesses railroad property and appor- 
tions it for local taxation, there is an insoluble problem of adjusting the 
variable local ratios to the necessarily uniform ratio for the centrally 
assessed property. Thus, in Florida, the court has held 2 that a city 
using lawfully a higher assessment ratio than the rest of the state 
cannot raise the ratio of the centrally assessed property to the level of 
the local ratio. 

In addition to a desire to secure uniformity in the assessments, there 
are other reasons for establishing at the outset the legal assessment 
ratio at the actual true value, and some difficulties in getting away 
from a lower ratio if such has been authorized. It was and is common 
to have salaries of local officials, as well as tax-rate limits and debt 
limits, expressed in terms of the assessed valuation. To raise the 
assessed valuation, as the law might require, would disturb a whole set 
of fiscal relationships. In general, no sooner is the actual low ratio 
legalized than the actual assessment ratio begins to descend to new 
and lower levels. 

1 Cf . R. W. Nelson and G. W. Mitchell, Assessment of Real Estate in Iowa and 
Other Midwestern States . “Iowa Studies in Business,” Study X (Iowa State Uni- 
versity, 1931). 

3 Harkness v. Seaboard Airline Ry ., 128 So. 264. 
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The general constitutional provisions for uniform valuation have 
been supplemented by statutes and administrative rulings. The sim- 
plest method is to require that property must be assessed at its “value,” 
leaving assessors to interpret this term through actual valuations, and 
to assess property accordingly. In general, more detailed requirements 
have been provided by states in the hope of attaining proportional 
valuation. Florida, Missouri, and Ohio specify that the assessment 
shall be at “true value”; Nebraska, New York, and Wisconsin at “full 
value”; Iowa and South Carolina at “actual value.” Michigan re- 
quires “cash value.” Few new terms are employed in other states, but 
those mentioned are combined in various ways, without adding much 
in the way of clarity. Arizona, Colorado, Idaho, Illinois, Maryland, 
Montana, and North Dakota require the use of “full cash value,” 
while New Hampshire requires assessments to be made at “full value 
in money.” “Actual cash value” is to be used in Alabama, Louisiana, 
and Tennessee. California, Nevada, and Oregon specify “true cash 
value”; Delaware and North Carolina “true value in money.” It is 
uncertain whether Kentucky, Massachusetts, and Oklahoma gain 
anything in usefulness by requiring assessments at “fair cash value.” 
Possibly somewhat clearer is the provision of Georgia and Virginia 
requiring “fair market value.” Texas and West Virginia use “true and 
full value” as the criterion; Washington “true and fair value”; and 
New Jersey “full and fair value.” Rhode Island requires “full and fair 
cash value”; Arkansas “true and full cash value”; while Minnesota 
uses “true and full value in money.” Still more elaborate is the Con- 
necticut requirement for “present, true and actual valuation,” as well 
as that of Wyoming, which specifies the use of “actual or full cash 
value.” 

Taken alone these requirements have slight significance. From mere 
words little can be expected; from care in administration and from 
standardization in the methods of valuation a great deal can be, and 
much has been, achieved. Unfortunately, until very recent years, the 
valuation may best be described as miscellaneous guess work. 

Arkansas provides that the assessor is to use the “same standard of 
valuation for taxation as for other purposes,” an injunction seldom 
obeyed. The value acceptable for assessment purposes is often said to 
be “that amount for which the property would be taken in the settle- 
ment of a just debt from a solvent debtor.” The value must not be 
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the sum it would fetch in a forced sale, but the price it would bring 
when sold in the ordinary course of business. Elsewhere it is “the usual 
selling price where the property is.” Or it is “the price it would bring 
in a private sale,” or “at a voluntary sale,” or “what it would sell for at 
a fair and bona fide sale by private contract.” Also, frequently, the 
price “it will bring at a fair, free, and well advertised market,” or “at 
a fair voluntary sale for cash” is specified. 1 

The valuation of taxable property is one of the critical steps in taxa- 
tion, 2 because the valuation determines the taxpayer's burden, relative 
to that of his fellows. This appraisal is, par excellence, a matter of 
judgment, a problem of administration, rather than of elaboration of 
laws. 3 


m. THE ASSUMPTION OF HOMOGENEITY 

The most fundamental assumption of the general property tax is 
that all property is homogeneous and may be so treated for purposes 
of taxation. When the general property tax was evolving, the classes 
of property were relatively few, and much alike. Land, buildings, farm 
implements, livestock, merchandise, and a small number, of miscellane- 
ous items, constituted the list. They were nearly all tangible and im- 
mobile.* The ordinary citizen was familiar with them, so that they 
could scarcely escape being listed; and, once listed, a valuation of rea- 
sonable accuracy was not impossible. Property likewise was not con- 
centrated in the hands of a relatively small number of people. The 
owner and the possessor were usually identical, and the owner usually 
resided within the tax district. The assumed homogeneity of property 
no longer exists in fact, if it ever did. The heterogeneity is of vast sig- 

x For tabulation of these and similar definitions cf. Report of Virginia Special Tax 
Commission , ipzi, pp. 78 2 . Also National Industrial Conference Board, State and 
Local Taxation of Property , Table 2, pp. 96-102. 

a For an elaboration of this proposition, see e.g., E. R. A. Seligman "The Im- 
pDrtance of Precision in Assessments,” Proceedings , II, (1908), 211 ff. 

3 The technique of appraisal will be discussed below, chap. xviii. 

4 Probably mer c h a n dise, especially that of itinerant merchants, was the principal 
exception. In finding and valuing certain classes of merchandise there was trouble 
from the start In respect to merchandise the assessors were given far more elabo- 
rate powers, such as "doomage,” and ‘Valuation by common estimation,” t ha n exis t- 
ed in respect to other property. 
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nificance both in the theory and the ad mini stration of property taxa- 
tion. There are obvious physical differences between a st eamship and a 
quarter section of farm land, and between the “good will” of a corpora- 
tion and its factory buildings. 

The most troublesome difference is that which exists between repre- 
sentative property and the objects represented. A farm, for example, 
with its land, buildings, livestock, and equipment is tan gible and sub- 
stantive; but the mortgage thereon is only representative of the equity 
of the mortgagee in the farm. A railroad, with its right-of-way, tracks, 
terminal facilities, and rolling stock, is objective property; but the 
bonds and stocks representing these capital goods are property in a 
different sense. These two kinds of property are not species of the same 
genus. Confusion and injustice result from attempts to tax them both 
as if they were homogeneous. 

This is not a new doctrine. The Massachusetts Commission of 1874, 
reporting in 1875, faced the same question: 

Upon no points have we found more dedded differences than upon the 
questions connected with the taxation of mortgages. Some assert with great 
earnestness that mortgages ought not to be taxed at all, because they hold 
that if the mortgaged property is taxed, a tax upon the mortgage is clearly 
double taxation. Others maintain that while the mortgage should be taxed, 
the mortgagor should be assessed upon such part only, of the value of the 
land as exceeds the value of the mortgage. And yet others claim that aside 
from all question of double taxation, it is the better policy for a state to 
exempt mortgages in order that the loaning of money to the owners of the 
soil may be thereby encouraged, and the building of homes and the growth 
of agriculture, trade and manufactures promoted. 1 

To the three positions described by the Massachusetts Commission 
it is necessary to add a fourth, namely, that of those who cannot or 
will not grasp the representative character of mortgages and other 
intangibles, who insis t that “every dollar is as good as every other, ”and 
that “all dollars are equally able to pay.” Unsound as this position is, 
those who hold it have in general carried the day. For, although in 
Colorado secured debts are exempt by court decision, although Utah 
exempts mortgages by constitutional provision, and even though 
several states now classify intangibles and accord them differentially 

1 Report, pp. 86, 87. 
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the sum it would fetch in a forced sale, but the price it would bring 
when sold in the ordinary course of business. Elsewhere it is “the usual 
selling price where the property is.” Or it is “the price it would bring 
in a private sale,” or “at a voluntary sale,” or “what it would sell for at 
a fair and bona fide sale by private contract.” Also, frequently, the 
price “it will bring at a fair, free, and well advertised market,” or “at 
a fair voluntary sale for cash” is specified. 1 

The valuation of taxable property is one of the critical steps in taxa- 
tion, 2 because the valuation determines the taxpayer’s burden, relative 
to that of his fellows. This appraisal is, par excellence, a matter of 
judgment, a problem of administration, rather than of elaboration of 
laws. 3 


m. THE ASSUMPTION OP HOMOGENEITY 

The most fundamental assumption of the general property tax is 
that all property is homogeneous and may be so treated for purposes 
of taxation. When the general property tax was evolving, the classes 
of property were relatively few, and much alike. Land, buildings, farm 
implements, livestock, merchandise, and a small number of miscellane- 
ous items, constituted the list. They were nearly all tangible and im- 
mobile.-* The ordinary citizen was familiar with them, so that they 
could scarcely escape being listed; and, once listed, a valuation of rea- 
sonable accuracy was not impossible. Property likewise was not con- 
centrated in the hands of a relatively small number of people. The 
owner and the possessor were usually identical, and the owner usually 
resided within the tax district. The assumed homogeneity of property 
no longer exists in fact, if it ever did. The heterogeneity is of vast sig- 

1 For tabulation of these and similar definitions cf . Report of Virginia Special Tax 
Commission, iqii , pp. 78 ff. Also National Industrial Conference Board, State and 
Local Taxation of Property, Table 2, pp. g6-io2. 

2 For an elaboration of this proposition, see e.g., E. R. A. Seligman “The Im- 
portance of Precision in Assessments,” Proceedings , n, (1908), 211 ff. 

3 The technique of appraisal will be discussed below, chap, xviii. 

* Probably merchan d i s e, especially that of itinerant merchants, was the principal 
exception. In finding and valuing certain classes of merchandise there was trouble 
from the start In respect to merchandise the assessors were given far more elabo- 
rate powers, such as “doomage,” and 'Valuation by common estimation,” than exist- 
ed in respect to other property. 
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nificance both in the theory and the ad minis tration of property taxa- 
tion. There are obvious physical differences between a steamship and a 
quarter section of farm land, and between the “good will” of a corpora- 
tion and its factory buildings. 

The most troublesome difference is that which exists between repre- 
sentative property and the objects represented. A farm, for example, 
with its land, buildings, livestock, and equipment is tangible and sub- 
stantive; but the mortgage thereon is only representative of the equity 
of the mortgagee in the farm, A railroad, with its right-of-way, tracks, 
terminal facilities, and rolling stock, is objective property; but the 
bonds and stocks representing these capital goods are property in a 
different sense. These two kinds of property are not species of the same 
genus. Confusion and injustice result from attempts to tax them both 
as if they were homogeneous. 

This is not a new doctrine. The Massachusetts Commission of 1874, 
reporting in 1875, faced the same question: 

Upon no points have we found more decided differences than upon the 
questions connected with the taxation of mortgages. Some assert with great 
earnestness that mortgages ought not to be taxed at all, because they hold 
that if the mortgaged property is taxed, a tax upon the mortgage is clearly 
double taxation. Others maintain that while the mortgage should be taxed, 
the mortgagor should be assessed upon such part only, of the value of the 
land as exceeds the value of the mortgage. And yet others claim that aside 
from all question of double taxation, it is the better policy for a state to 
exempt mortgages in order that the loaning of money to the owners of the 
soil may be thereby encouraged, and the building of homes and the growth 
of agriculture, trade and manufactures promoted. 1 

To the three positions described by the Massachusetts Commission 
it is necessary to add a fourth, namely, that .of those who cannot or 
will not grasp the representative character of mortgages and other 
intangibles, who insist that “every dollar is as good as every other,” and 
that “all dollars are equally able to pay.” Unsound as this position is, 
those who hold it have in general carried the day. For, although in 
Colorado secured debts are exempt by court decision, although Utah 
exempts mortgages by constitutional provision, and even though 
several states now classify intangibles and accord them differentially 

* Report , pp. 86, 87. 
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low rates, the general rule remains that most, if not all, intangibles are 
legally accorded the same treatment as tangible property. But the 
question has not been settled. In New York, for example, the conflict 
over the taxation of intangibles ended by the adoption of a low, non- 
recurrent recording tax for domestic real estate mortgages, with the 
inclusion of the income from other intangibles with other income sub- 
ject to the income tax, in lieu of taxation of the intangibles under the 
property tax. 

The same issue was fought out in California. The State Board of 
Equalization had issued instructions to the effect that the debt secured 
by a mortgage was taxable to the mortgagee or owner. The bankers 
of San Francisco protested that this was double taxation repugnant 
to the constitution. A decision in 1868 1 held that a “solvent debt se- 
cured by mortgage was property within the meaning of the constitu- 
tion” and as such was taxable to the mortgagee, who had no cause for 
complaint. The legislature in 1870 passed an act which declared that: 
“No mortgage or lien given and held upon real estate, or the debts 
thereby secured, or promissory notes secured by mortgage, shall be 
assessed upon the books of any assessor, state, county or otherwise.” 2 
The revenue code of 1872 repealed this act and defined personal prop- 
erty so as to include everything which was the subject of ownership 
and was not included in the term “real estate.” Hence, money loaned 
at interest was again taxable. A mortgagor complained that he 
was suffering from double taxation on his land, but the court held that 
he was taxed only upon the property in his possession, and that it was 
of no concern to him what his creditor paid. 3 In 1872 the bankers of 
San Francisco again contested the tax on money loaned at interest; and 
this time the Supreme Court held, in 1876, that to declare it the duty 
of the assessor to assess all “things in action” is to give a construction 
to the constitution which must lead to the grossest absurdities. 4 Chief 
Justice Wallace supported his position by the emphatic statement 
“that a tax imposed upon credits, in whatever form it be imposed, 
must always be paid, not by the creditor, but by the debtor.” 5 This 

1 34 Calif. 432. 3 43 Calif. 590. 

9 Statutes of California , 1869-70, p. 710. * 51 Calif. 243. 

* W. C. Fankhauser, A Financial History of California , pp. 235-38. Also C. C. 
Plehn, “The Taxation of Mortgages in California,” Yale Review , May, 1899, pp. 
39-4i. 
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result, however, depended upon both the nature of the state constitu- 
tion and the state supreme court. Most of the states continued to 
attempt to tax intangibles in the same manner as tangible property. 

Yet the representative character of mortgages and most other forms 
of intangibles is not difficult to demonstrate. 1 Suppose, for example, 
that 1,000 persons, each owning an unencumbered tract of land worth 
$10,000, constitute a taxing jurisdiction. Let each of these land- 
owners also own $5,000 cash. According to the prevailing rule of uni- 
formity, the valuation of each person’s property would be $15,000, and 
the aggregate valuation, $15,000,000. No matter how a uniform tax 
is levied, whether upon property, income, produce, or consumption, 
there would, upon the stated assumptions, be no inequality. The tax 
would be as equitable as if it had been levied on the $10,000,000 of 
tangible real property. 

Now let each of these 1,000 persons, borrow, on mortgage security, 
$5,000 from some one of his neighbors within the taxing jurisdiction. 
Then each one will be debtor and creditor to the extent of $5,000. The 
taxable valuation, under the doctrine that “every dollar is as good as 
every other,” and without deduction of debts, would now be $20,000,- 
000. It has been increased by $5,000,000 by the simple expedient of 
borrowing one another’s cash. Yet even so, a proportional tax on this 
$20,000,000 would be not one whit less equitable than if it had been 
levied on the $15,000,000 existing prior to the borrowing operation. 
That is true so long as the various classes of property are equally dis- 
tributed. Assuming a fixed yield, as the valuation goes up, the rate of 
the tax would decline in inverse proportion. 

But let these borrowing operations be confined to only 500 of the 
1,000 farmers. Then the valuation would be $10,000,000 taxable to 
the 500 lending-and-borrowing farmers, namely, $5,000,000 in land, 
$2,500,000 in cash, and $2,500,000 in solvent credits or mortgages. The 
valuation taxable to the other 500 farmers not borrowing or lending, 
would be $7,500,000, namely, $5,000,000 in land, and $2,500,000 in 
cash, and the total valuation would be $17,500,000. The uniformity 
rule would now produce some degree of inequality. For the lending- 
and-borrowing 500 fanners would pay f while the other 500 would pay 
only -f of whatever amount of taxes were raised. Yet these two groups 

1 Cf. D. A. Wells, Theory and Practice of Taxation, pp. 474-79. Also Frauds 
Walker, Double Taxation in the United States , pp. 44-68. 
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of 500 are each in substantially similar economic circumstances. All 
that is necessary to produce the inequality is the difference in their use 
of credit, and it is the non-credit-using group that is favored. 

Let us now change the assumptions slightly. Let each fanner, as 
before, own free of debt a $10,000 tract. But let 500 of them have no 
other property, and let each of the other 500 own $10,000 in cash. The 
valuation, as before, is $13,000,000 divided as follows: $5,000,000 in 
land plus $5,000,000 in cash to the wealthier group; and $5,000,000 in 
land to the poorer group. Let us also assume that $5,000 per farm is 
required for stock and equipment, and that each of the poorer group 
borrows that sum from one of his wealthier neighbors. The valuation 
of the district will now be $17,500,000, divided as follows: to the lend- 
ing group, $5,000,000 in land, $2,500,000 in stock and equipment, and 
$2,500,000 in solvent credits; to the borrowing group, $5,000,000 in 
land and $2,500,000 in stock and equipment. But, whereas, before 
the borrowing, the borrowing group paid A, or 33.33 per cent of the 
taxes, it now pays or 42.22 per cent; and while the lending group 
formerly paid 66.67 per cent, it now pays only 57.88 per cent. 

Of course, the borrowing group pays more than that. It pays, or at 
least bears, also that part of the tax on the $2,500,000 of solvent credits 
which is shifted to the borrower. How much is thus shifted depends 
upon many things but mainly upon whether the tax on the solvent 
credits is general or local. If it is local, all of the tax may be shifted. 1 
In that case the borrowing group bears the tax on $5,000,000 of land 
plus $2,500,000 of stock and equipment plus $2,500,000 of solvent 
debts, in all $10,000,000, or 57.88 per cent, of the total tax, while the 
lending group bears the tax on $5,000,000 in land plus $2,500,000 in 
stock and equipment, in all $7,500,000, or 42.22 per cent, of the total. 
Thus, the uniform general property tax, rigidly applied, saddles 58.22 
per cent of the total taxes of the district upon a group that possesses 
only 33.33 per cent of the equity. The person who uses borrowed capi- 
tal is penalized in proportion as he does so. In general, persons use bor- 
rowed capital for two reasons, either because they axe poor or because 

1 In general, such a tax is not enforced or enforceable. If we suppose it to be en- 
forced in this district and not elsewhere, it is a local tax. In practice such taxes, on 
the solvent credits, are not merely local taxes. They are individual taxes, falling, 
therefore, with crushing weight upon the few individuals taxed. 
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they are more capable of employing capital than the owners thereof* 
Neither characteristic would seem to be a fit cause for discriminating 
taxation. 

But the inflation of taxable general property described is only the 
beginning of possible inflation of the property tax base. The possibil- 
ities for inflation are very much greater in the modem form of corporate 
business organization* Let, for example, each one of the 1,000 farmers 
of the district “incorporate” his farm, giving the shares to himself and 
his relatives . 1 Now, in addition to all the fictitious valuations previous- 
ly described, there are the shares of stock which in most of the states 
would be taxable if the statutes should so require, as they often do. 
Since the value of the shares would be roughly the net equity in the 
tangible property, the taxation of the shares would pro tanto increase 
the already largely fictitious base. The corporate form of business or- 
ganization is common in all forms of industry. The holding corporation 
is common; and, by it, tax-base pyramiding may be carried as far as 
you please. At present there is everywhere such division of property 
rights. It would be impossible to mention any branch of economic 
activity where the institution of credit does not create possible ficti- 
tious tax bases . 2 Bank deposits, to consider a striking example, arise 
chiefly out of loans. The deposits become taxable, and it is seldom 
possible to allow full credit for the loans out of which they arose. A 
tax system that does not steer clear of these ever-present overlappings 
in choosing and using its tax base will produce intolerable inequalities . 3 

Only a small part of the vast amount of taxable representative prop- 
erty is actually taxed. The taxes are, in fact, neither imposed nor paid, 
except in very few cases. Except for such deductions for debts as are 
allowed, and other credits granted, they would, however, be both im- 
posed and paid if the provisions of the tax laws were carried out. As it 
is, both taxpayers and tax officials generally refuse to obey the law. 

1 Fanning is less adaptable, or at least has resorted less, to the corporate form of 
organization than business in general. But the principle is of general application, 
and there is some didactic value in continuing the example so far used. 

* Cf. S. E. Leland, The Classified Property Tax , especially pp. 119-28. The classi- 
fied property tax is predicated upon the differences in character of the various classes 
of property now under discussion. 

3 For a demonstration of the confusion and overlapping of tax liability see F. N. 
Fletcher, "A Perplexed Assessor,” Bulletin, V, No. 8, 236-38. 
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On the whole, this prevailing evasion probably greatly mitigates the 
harshness of the general property tax under the existing laws; but it is 
a severe condemnation of a tax system to say that it cannot be just 
unless certain sections of it are freely evaded. 

The uniformity rule is objectionable chiefly because it is applied to 
representative intangibles. The obvious remedy is to exclude such in- 
tangibles from the category of taxable property under the general 
property tax. The uniformity rule would then apply to tangibles only, 
and the general property tax would be, according to law, what it tends 
to be in practice, a tax in rem , on possessions. 

There remains the question whether all tangibles are sufficiently 
homogeneous to warrant the application of the uniformity rule to all 
of them. Just as it is not necessary that all tangibles be taxed, in order 
to effect a workable and equitable system of property taxes, so it is not 
necessary or perhaps even desirable that all taxable tangibles be taxed 
uniformly. There is, however, no such clear-cut reason for classifying 
tangibles as there is for excluding representative intangibles from the 
general property tax. The presumption is that all tangibles should be 
taxed uniformly. But this presumption may well be overcome by 
practical experience in administering the general property tax. Wheth- 
er all tangibles should be taxed uniformly depends upon practical 
operations of the tax, and any conclusion on this point must await an 
examination of the property taxes of the various states. 



CHAPTER VII 

THE CLASSIFIED PROPERTY TAX 

Certain adjustments of recent popularity break definitely with the 
principle of uniformity of the general property tax. Diverse measures 
and practices have been designed to classify property for taxation, 
subjecting the various classes to taxation at different rates, or at 
different percentages of the true value. Sometimes both a differential 
rate and a differential assessment ratio occur in the same system, as in 
Minnesota and Montana. Again, classification may be combined with 
segregation, as in Kentucky and California. Classification may be 
general, or at least very comprehensive, affecting all property taxable, 
as in Minnesota and Montana; or it may be limited to specified items 
of property, usually intangibles, as in South Dakota and Kansas. 

I. THE CLASSIFICATION MOVEMENT AND ITS PRESENT STATUS 

The use of the classification principle is not new. 1 It is in fact the 
return to an old practice in a modified form. The selection of specified 
types of property as taxbearers, usually with statutory valuations, and 
sometimes with differential rates, was general during the colonial 
period. It persisted for decades after the Revolution until administra- 
tive difficulties and the sentiments of Jeffersonian democracy led to 
the uniformity rule. With or without legal sanction, moreover, it per- 
sisted to some degree even during the period when iron-clad uniformity 
requirements were the custom in state constitutions; and since the 
Civil War it has slowly gathered momentum. 

1 While the present book was in preparation there appeared a new volume dealing 
exhaustively with classification, Professor Simeon E. Leland’s The Classified Prop - 
erty Tax, To this work the reader is referred for a more comprehensive treatment. 
The present chapter was reduced accordingly. Even so, it is believed that enough is 
included to present a generalized picture of the classified property tax and to show 
roughly its place in property taxation of the United States. It is proper to acknowl- 
edge that Dr. Leland’s treatise has been heavily drawn upon in reshaping the 
chapter. 
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Essentially, classification occurs when, in the same tax jurisdiction, 
property taxation takes variable percentages of the capital value of the 
taxable property. Illegally, it occurs when, through faulty listing or 
appraisal, or both, the tax fails to realize the contemplated propor- 
tional percentage of the capital value. Reference to subsequent chap- 
ters, particularly those dealing with the listing and the appraisal, will 
make clear, without further elaboration, that there has always been 
effective if not legal classification. Mere personal discriminations in 
the assessments of individual taxpayers do not, however, constitute 
classification. To constitute classification, the discrimination must be 
substantial, relatively continuous, and must operate against or for 
certain classes of property in terms of differential percentages of capital 
value taken in property taxes. This condition is amply met in the 
American experience. Illegal classification may acquire a certain de- 
gree of pseudo-official sanction, as when assessors agree to appraise 
specified types of property at differentially fixed values, or to disregard 
certain types of property characteristically owned by certain classes of 
taxpayers; or it may come about unintentionally, through certain men- 
tal bias, as when large parcels are appraised more lightly than small 
parcels. 

Legal classification may originate, not only from the specific author- 
izations of differential tax rates or differential assessment ratios, but 
also indirectly through arrangements in the tax system. First, the rate 
may be fixed by statute, as is the i per cent ad valorem tax on New 
Jersey bank stock. Second, the statutes may provide a maximum or 
minimum valuation for taxation. Third, specified assessment methods 
may produce classification, as in Michigan, where railroad property is 
assessed by the State Tax Commission and taxed uniformly at the 
average rate on property in the state. Classification here results from 
the fact that the tax rates differ widely in the different tax districts, 
while the centrally taxed property takes a uniform rate throughout the 
state. Fourth, segregation almost invariably produces effective classi- 
fication, for the reason that the state rate is generally uniform, and 
for the further reason that, as in California, 1 it is impossible always to 
keep the specified rate at parity with the average rate on other prop- 
erty. Fifth, varying exemptions may produce classification, as where 

1 Cf. chap, ix, infra . 
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manufactures in process are not listable. Finally— and the list of cir- 
cumstances producing classification is by no means complete — a special 
form of tax may be provided, as the Minnesota bushel tax on grain in 
elevators. 

In Table 34 little consideration is given to any but the three major 
forms of classification, namely, (1) the differential rates, (2) differen tial 
assessment ratios, and (3) the recording tax. The first two need no 


TABLE 34 


Provisions Relating to the Classified Property Tax in States 

WITHOUT THE CONSTITUTIONAL UNIFORMITY RULE, 1931* * * § 


States and District 
of Columbia 

Constitu- 
tional Pro- 
vision 

Form 
of Tax 

Alabama 

None 

Recording 

Arizona 

General 

None 

California 

Limited 

Low rate 

Connecticut 

None 

Recording 

Delaware 

None 

None 

Dist. of Col 

None 

Low rate 

Florida 

Limited 

Mixed 

Idahot 

General 

None 

Iowa 

None 

Mixed 

Kansas 

Limited 

Mixed 

Kentucky 

General 

Mixed 

Louisiana 

General 

Low value 

MaineJ. .... 

Limited 

None 

Maryland 

Limited 

Low rate 

Massachusetts 

None 

Mixed 

Michigan 

Limited 

Mixed 

Minnesota 

General 

hiked 

Montana 

General 

Low value 

Nebraska 

Limited 

Low rate 

New Hampshire! 

None 

None 

New Jersey 

General 

Low rate 

New Mexico 

Limited 

None 

New York 

None 

Recording 

North Dakota 

General 

None 

Ohio 

Limited 

Mixed 

Oklahoma 

General 

Low rate 

Pennsylvania 

General 

Low rate 

Rhode Island 

None 

Low rate 

South Dakota 

General 

Low rate 

Utah 

Limited 

None , 

Vermont 

None 

Low rate 

Virginia 

I General 

Low rate 

Washington 

Limited 

None 


Property 

Classified 

Rate of 
Tax (Mills) 

Frequency 
of Payment 

Distribu- 
tion of 
Revenue 

Mortgages 

1-5 

Nonrecur- 

rent 

State 

Intangible 

Intangible 

Varies 

4.0 

Recurrent 

Recurrent 

Local 

State 

Intangible 

Intangible 

Varies 

Recurrent 

Recurrent 

Local 

State 

General 

Intangible 

General 

Specified 

Varies 

Varies 

Varies 

Recurrent 

Mked 

Recurrent 

Recurrent 

Local 

Divided 

Divided 

Divided 

Intangible 

4 / 5 . 

Vanes 

Varies 

Varies 



Varies 


B 

Specified 

General 

General 

Intangible 

Mixed 

Recurrent 

Mixed 

Recurrent 

Recurrent 

Intangible 

Varies 

Recurrent 

Divided 

Mortgages 

S.o 

Nonrecur- 

rent 

State 

General 

Intangible 

Intangible 

Intangible 

Intangible 

Varies 

Varies 

Varies 

4.0 

4.0 

Recurrent 

Nonrecur- 

rent 

Recurrent 

Recurrent 

Recurrent 

Divided 

Local 

Divided 

State 

Divided 


Varies 

Recurrent 

Recurrent 

State 

Divided 

m 





* Taxes on savings banks deposits in the New England and a few other states, which axe dis- 
cussed below, chap, xviii, have not been included in this table. Cf . chap, ii, supra , for dates of constitu- 
tional provisions. 

t Partial exemption of planted forest land. 

t Minor classification only. 

§ Restricted by court decisions. Income from intangibles taxed as property. Cf. Leland, The Classi- 
fied Property Tax, pp. 1S4-87. 
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explanation. The recording tax is ordinarily nonrecurrent, being col- 
lected on the occasion of the recording of the instrument, and is chiefly 
applicable to real estate mortgages. This tax is classifiable as a variant 
of the differential-rate tax; but usage entitles it to separate treatment, 
partly because it is often nonrecurrent. A similar variant is the stamp 
tax, a form of differential taxation evidenced by the attachment of ad- 
hesive stamps, with or without registration, which may be annual, as 
is the Connecticut 4-mill tax on choses in action , or nonrecurrent, as 
was the Kansas secured debts tax . 1 

According to Table 34 the District of Columbia and 34 states may, 
under their constitutions, classify property for taxation. The number 
is merely provisional, since the meaning of the constitution depends 
upon its interpretation by the courts, and that interpretation is not 
predictable. Thus the Alabama constitution requires that all taxes 
levied on property be “in exact proportion to the value of such prop- 
erty”; this would appear to require the general property tax; but the 
legislature exempted mortgages and (1903) subjected them to a record- 
ing tax, calling it a privilege tax. Possibly other states might do like- 
wise; if so, the list should be extended. On the other hand, the New 
Hampshire courts have held that, although the words “proportional” 
and “reasonable” were removed from the constitution in 1903, the 
property tax must nevertheless be proportional despite the fact that 
New Hampshire has since 1895 taxed savings deposits at a rate differ- 
ent from that on other property. 

It will be seen that the state constitution, although the limiting 
instrument in some states, is by no means that in all. Several states, 
whether the constitution is silent on the question of uniformity of 
property taxation or confers either general or limited authority to 
classify, have not resorted to classification. Delaware and Arizona 
may be cited along with others. In Utah and Washington the con- 
stitutional uniformity rule was modified in 1930. No valid statutory 
classification has been enacted in these states. 2 

1 Repealed, 1929. 

a Additional details to interpret the table may be had from the discussion of the 
systems of individual states below, but the reader is urged to consult Leland’s more 
specialized work 
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H. INDIVIDUAL STATE SYSTEMS 

It appears that some twenty states might constitutionally adopt 
comprehensive classifications for the taxation of property. 1 Only five, 
Minnesota, Montana, Kentucky, Ohio, and Virginia, have done so. 
The systems used in each of these states will be treated briefly. There- 
after the systems of the remaining states having limi ted classified prop- 
erty taxes will be described. 

A. GENERAL CLASSIFICATION 

These five states are alike in that all have developed complicated 
classification systems; yet they differ from each other in important 
respects, falling into two groups, Minnesota, Ohio, and Montana in 
one, Kentucky and Virginia in the other. 

1. Minnesota . — Minnesota has had a conspicuous experience with 
the classified property tax. The original stimulus was the dissatisfac- 
tion with inequalities in the general property tax assessment. The state 
tax commission, created in 1907, believed in a uniform fractional per- 
centage assessment: 

There is nothing sacred about the true and full value standard. Any easily 
figured fraction oi full and true value would answer nearly as well. If we were 
starting anew we would unhesitatingly recommend the full value standard; 
but in the face of the long established custom of assessing at from 25 per cent 
to 50 per cent of the full value and the practical difficulties 2 in the way of 
amending the many statutes which stand in the way of such a consummation, 
we have no hesitation in recommending that the assessment be placed upon a 
fixed basis of 50 per cent of full value. We believe that this basis can be 
strictly maintained throughout the entire state without injustice to anybody. 3 

In a bill drafted in 1909 a 50 per cent ratio was proposed. Early 
in the discussion someone proposed a higher percentage for iron ore, 
mined or unmined. From this simple suggestion grew the present elab- 

1 This is the number of states whose constitutions either are silent on the question 
of uniformity or provide for permissive general classification. 

2 These practical difficulties consisted chiefly in the fact that salaries of local pub- 
lic officials, tax-rate limits, and debt limits of local units had been expressed in terms 
of district valuations. They would necessarily be disturbed by an increase in the 
assessment ratio to 100 per cent of true value. Cf. chap, xx, infra . 

3 Report y IQ12 , p. 109. 
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orate classification. In view of the absence of any precedent, the par- 
ticular form of classification chosen must have been to some extent 
accidental. 

The 1913 law, still effective, requires all taxable property to be 
listed at full value and assessed as follows: Class I, comprising iron 
ore, mined or unmined, is assessed at 50 per cent of the full value; 
Class H, including household goods and similar property at 25 per cent; 
Class HI, consisting of agricultural products, manufacturers’ material 
and tools, livestock, implements and machinery, and all unplatted 
real estate at 33^ per cent; Class IV, including all platted real estate 
and personal property not elsewhere included, 40 per cent. Money and 
credits, under the law of 1911, are taxed at the rate of 3 mills on full 
valuation. 

The mortgage registry law of 1907 imposed a 5-mill charge on the 
face value of all domestic real estate mortgages. In 1913, the rate was 
changed to 1.5 mills when the maturity was 5 years or less, and to 2.5 
mills when the term was longer than five years. The revenue from the 
mill tax and the recording tax is divided as follows: one-sixth to the 
state, one-sixth to the county, one-third to the school district, and one- 
third to the city, village, or township in which the holder resided. 
Wheat and flax handled by elevators are taxed at the rate of f mill 
and other grain at the rate of \ mill, per bushel, in lieu of other taxes. 
There is a tonnage tax of five cents per ton on ships navigating inter- 
national waters, in lieu of other taxes. Motor vehicles, in lieu of other 
taxes, are taxed at 2 \ per cent of original cost less depreciation. 
Telegraph companies are centrally assessed and taxed at the average 
rate for the state. In addition, there is the gross earnings tax on certain 
other public utility enterprises. In 1927 there was enacted a special 
tax of eight cents on each dollar of the assessed value (33J per cent) 
of forest land, plus three cents per acre for fire protection, plus a yield 
tax to be paid when the timber is cut, growing timber being exempt. 
Finally there are the so-called occupation taxes (6 per cent on net 
value), plus the royalties tax (6 per cent) on the privilege of mining iron 
ore, in addition to the ad valorem tax. The principle of classification 
as applied has stood the test in the courts. 1 

The various parts of this eclectic system are compromises reflecting 

1 128 Minn. 384; 132 Minn. 205; 136 Minn. 260. 
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local bias and the relative political strength of several interested 
groups. The 25 per cent basis for household goods is a compromise 
between urban and rural interests, the former seeking to have this class 
of property exempted, the latter to have it taxed like other property. 
The assessment of iron ore on the 50 per cent basis is a product of two 
circumstances: It was widely believed that the iron ore property had 
not been adequately taxed for state puiposes. 1 The iron interests, also, 
while influential enough locally, were not strong enough to prevent the 
classification, although they were strong enough for about twenty years 
to prevent the imposition of a tonnage tax. 

Quite perplexing is the discrimination between urban and rural real 
estate, with the ratios of 40 per cent and 33! per cent, respectively. 
It has been charged that the discrimination is a result of the domina- 
tion of the agricultural interests. The tax commission, however, denies 
this charge. 2 The distinguishing words of the law are “platted” and 
“unplatted.” Though arbitrary, they were adopted for want of better 
terms. Some difficulty arises, as the commission has pointed out, 3 in 
“line cases.” A type of unintended discrimination is that between the 
dwelling of a working man in the suburb, which is “platted” and as- 
sessed at 40 per cent, and the country estate of a wealthy business man, 
which is “unplatted,” and assessed at 33I per cent. 

The tax commission believes that classification is “a wonderful im- 
provement over the old law.” 4 While positive, that statement is less 
enthusiastic than one made six years earlier to the effect that “we have 
this year, for the first time since the state was created, an assessment 
which complies substantially with the law.” 5 The law has “meant the 
uprooting and discarding of habits and practices that have prevailed 
through the state for more than fifty years.” 6 Nevertheless, the as- 
sessment is not always “according to law,” and it may be that the 
classified property tax has been primarily the convenient occasion for 
greater diligence in administration. 

1 For a brief description of the occupation taxes on iron mining, cf . chap, ix, infra. 

2 Report of Tax Commission , zpi&, p. 86. The urban interest insisted that, with 
existing tax-rate limi ts^ they could not raise adequate revenue on an assessment 
ratio less than 40 per cent The rural interests insisted on a lower ratio. Finally 
each group was given its choice. 

s Report , 1918, p. 8$. 

4 Report, 1920 , p. 93. 


3 Report , 1914, p. 25. 
6 Ibid., p. 25. 
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Minnesotans early experience with money and credits under the gen- 
eral property tax was very unfavorable. The early hopes of the com- 
mission and the legislature for the 3-mill tax were reasonably justified. 
Table 35 shows for selected years the increase in the number of persons 
assessed, the valuation, and the revenue derived from the money and 
credits tax. The principal claim in favor of the tax is not its excellence 
as a revenue producer, but that it is a more equitable tax base and 
one that is reasonably enforceable. 

TABLE 35 


Number or Persons Assessed, Assessment, and Revenue under the 
Minnesota 3-Mill Tax on Money and Credits* 


Year 

Number 

Assessed 

Amount of 
Assessment 

Revenue 

Rate (Mills) 

I 9 I °t 

6,200 

$ 13,919,806 

$ 379,754 

28 

I9II 

41,439 

115,481,807 

346,445 

3 

1915 

73*062 

212,134,901 

636,404 

3 

1918 

98.502 

330,300,219 

990,000 

3 

1920 

127,471 

437,628,871 

1,312,886 

3 

1922 

109,081 

400,688,948 

1,202,0 66 

3 

1924 

109,969 

405,480,155 

1,216,440 

3 

1926 

1x5,189 

414,072,234 

1,242,216 

3 

1927 

109,797 

411,982,418 

1,235,947 

3 

1928 

102,720 

: 416,914,484 

1,250,743 

3 


* Report of Tax Commission , 1928, p. 30. 
f Last year under the general property tax. 


Moderate success is also claimed for the recording tax. As may be 
seen from the yield, the number of mortgages reached is large. The 
first year the yield was $306,000; this increased to $527,000 in 1912. 
After the rate had been reduced to 15 and 25 cents in 1913, the yield 
declined to $286,000 in 1914, rose again to $347,000 in 1916, fell to 
$284,000 in 1919, and rose to $590,425 in 1924. Fiscally the tax is of 
secondary magnitude, but the yield is in excess of the revenue that 
would be realized from the taxation of mortgages under the general 
property tax. Its principal claim to favor is the fact that the burden is 
distributed evenly among all the contributors. Besides, it is almost 
self-enforceable, the instruments, if not registered, being denied valid- 
ity as evidence in court. 
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2. Montana . — The Montana system, adopted in 1919, 1 has six 
classes each of which is assessed at specified percentages of the “true 
and full” value, as shown in Table 36, Several differences between the 
Minnesota and the Montana classifications may be noted. First, in 

TABLE 36 


Montana Classified Property Tax Schedule 


Class 

Description of Property 

Assessment 
Ratio 
(Per Cent) 

I 

Net proceeds from mines 

100 

n 

Household goods, agricultural and 
other implements and machinery, 



motor vehicles, boats, etc. 

20 

m 

Livestock and agricultural products, 
merchandise, and mercantile fur- 



niture and fixtures 

33l 

IV 

Land and improvements, manufac- 
turing and mining machinery, fix- 
tures and supplies, and (since 
1929) shares of bank stock 



30 

v 

Money and credits, without deduc- 



tion or offset for debts 

7 

VI* 

All other taxable property 

40 


♦Class VI, consisting of shares of stock in banking corporations and taxable 
at 40 per cent, was combined with Class IV and made taxable at 30 per cent 
in 1939. 


Montana all real estate is assessed at 30 per cent. Something can be 
said against assessing land at only 30 per cent as compared with Class 
IH at 33 J per cent and Class VI at 40 per cent. Particularly in Mon- 
tana, dependent upon the extractive industries of agriculture and min- 
ing, it is almost certain that differential taxes on producers’ capital 
will be shifted to the fixed property of the state. They had better be 
placed there in the first place. Another feature is the assessment of 
net proceeds, not capital value, of mining property, or even gross pro- 

1 Laws of rprp, chap. 159. Cf. John Edgerton, “Montana Problems,” Proceedings , 
iprp, pp. 102-15. Also First Biennial Report of the State Board of Equalization , 1924, 
P- 39- 
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ceeds of mineral products, at ioo per cent of true and full value. Far 
from being a discrimination against such property, this favors the 
mining industry, although the extent of the favorable treatment can- 
not be measured. 1 The 7 per cent assessment of money and credits 
contrasts in form with the Minnesota 3-mill rate. A flat rate makes the 
tax uniform on money and credits throughout Minnesota, while in 
Montana the effective tax rate on such property varies directly with 
the local rate, and moneys and credits share the local burden of high 
or the relief of low tax rates. The distribution of the revenue is the 
same as for other property. 


TABLE 37 

Assessments and Revenue from Money and Credits 
in Montana for Selected Years* 


Year 

Assessments 

Revenue 



$ 8,869,000 

$286,000 

1919 

64,314,000 

174,000 

1920 

63,008,000 

203,000 

1926 

47,838,000 

176,000 

1927 

50,399,000 

186,000 


* Based upon data in S. E. Leland, “An Appraisal of the Results 
Secured by the Application of the Principle of Classification to In- 
tangible Property/' Proceedings , XXI, 392-318. 
f Last year under the general property tax. 

The fiscal aspects of the Montana classified property tax are not 
encouraging. Table 37 shows the amounts assessed and the revenue 
collected from money and credits for the years 1918, 1919, 1920, 1926, 
and 1927. The assessment for 1918 was under the general property 
tax while for each of the later years the taxable valuation was only 
7 per cent of the assessment. Though there was an increase in the as- 
sessment of from $8,869,000 in 1918 to $64,314,000 in 1919, presumably 
due to the low assessment ratio effective for the latter year, the tax- 
able value, being 7 per cent of the assessed value, actually declined. 
Moreover, the assessed value declined to $50,599,000 in 1927. In con- 
sequence, the revenue from money and credits declined. The classified 

1 For this discri mi nation, cf. Louis Levine, The Taxation of Mines in Montana 
(1919). 
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tax, then, may be acceptable in Montana as a measure of equity, but 
cannot be advocated solely as a fiscal device. 


TABLE 38 

Classification of Property for Taxation in Ohio, 1931 


Class of Property 

Tax Rate 

Tangible personal property not used in business 

Exempt 

Tangible personal property used in business: 
Machinery, raw materials and finished products of 
manufacturers, livestock and machinery of 
fanners 

Local rate on 50 per cent of 
value 

Merchandise, inventories, and equipment of mer- 
chants 

Local rate on 70 per cent of 
value 

All property of public utilities, including machin- 
ery and equipment for manufacturing and dis- 
tributing of electricity 

Local rate on 100 per cent of 
value* 

Investments (stocks, bonds, mortgages, annuities, 
interest on trust funds, etc,) 

Five per cent of income yield 

Unproductive investments (same as above but 
yielding no income during calendar year) 

Two mills on each dollar of 
full value 

Shares of stock of financial institutions (including 
bank stock and the non-withdrawable shares of 
building and loan associations) 

Two mills, on each dollar of 

book value 

Bank deposits and withdrawable shares in building 
and loan associations 

Two mills on each dollar of 
full value 

Shares of and capital employed by dealers in in- 
tangibles 

Five mills on each dollar of 
book value 

Capital and surplus of domestic insurance companies 

Five mills on each dollar of 
book value 

Moneys and credits and all other intangibles 

Three mills on each dollar of 
true value 


♦This rate is also applicable to real estate on 100 per cent of value. 


3 . Ohio . — After several unsuccessful attempts Ohio adopted a classi- 
fication amendment in 1929 and, in a general revision of the tax sys- 
tem in 1931, provided an elaborate scheme of classification, 1 shown in 
Table 38. Nothing can, of course, be said as yet of the fiscal effective- 

1 Ohio Laws of ipjr, S.B. 323, 
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ness of this arrangement. The principal noteworthy features are as 
follows: tangible personal property not used in business is exempt; all 
other tangible personal property except that of public utilities is fav- 
ored by means of fractional assessment ratios; income is used as the 
basis in case of investments; and various low-rate, uniform mill taxes 
are imposed on all other intangibles. There is evidence in the scheme 
of a serious attempt to devise a structure of rates suited to the charac- 
teristics of the different classes of intangibles. Though the constitu- 
tional authorization of classification is limited, the classification scheme 
is quite general, leaving only real estate and the property of public 
utilities subject to the uniformity rule. 

4. Kentucky . — A law suit brought in 1915 by the Louisville and 
Nashville Railroad Company complaining of illegal classification 
through relative overassessment appears to have precipitated the con- 
stitutional amendment permitting classification in 1915 and the statute 
thereunder in 1917. The scheme of classification set up in 1917 was 
altered in 1924. The two schemes are presented in juxtaposition in 
Table 39 in order to show the changes effected. They provide not only 
for classification but also for segregation, although the bases differ 
from those used in California and Minnesota. The introduction of 
classification was the occasion for renewed but not very successful at- 
tempts to achieve a legal assessment. There was an increase in the 
assessed valuation, but it was irregular. Some of the assessors lost their 
enthusiasm for the listing of intangibles, because any increase in the 
assessed valuation of this class of property would not increase the 
county revenue. Furthermore, there was no adequate adjustment of 
the local tax rates. Some districts and some funds obtained too much 
revenue, others too little. 

The results of the increase in the valuation of each of the principal 
classes of property may be seen from Table 40. The Efficiency Com- 
mission of 1924, commenting unfavorably upon the results, applied 
four tests. The first test was the extent to which property that had 
hitherto escaped taxation was reached. Bank deposits showed the 
greatest increase, the banks being required to advance the tax with the 
privilege of reimbursement. The increase of intangibles was less than 
expected, due to lack of motive to discover intangibles on the part of 
the local assessors. The increases are hardly more than can be attrib- 
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uted to the expected increase in wealth, and to such administrative 
improvement as might be expected to occur from the classification. 

TABLE 39 

Kentucky Systems op Classification op Property 
for Taxation, 1917 and 1924 



* There was also a mortgage-recording tax of a mills, except those executed to building and loan 
associations. 

t By law of 1930. Prior to 1920 taxed as personalty generally, 

i Status of 1917 restored 1926. Counties and cities may each tax not in excess of 1.5 mills. 


The second test, the extent to which the state revenue was increased 
under the new method, was not conclusive. The increase in revenue 
due to the increased valuation was less than it should have been and 
did not offset the decrease due to the reduction in the rates. 
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The third test was the effect upon the local revenue. This effect was 
unfortunate. The loss of revenue from the classes locally exempt was 
not offset by the increased valuation of the categories locally taxable. 
It is probable that many persons whose property consisted chiefly of 
tangibles paid heavier taxes than before. The fourth test was the ex- 
tent to which classification lessened the tax burden on real estate, a 
decreased load here was the principal aim of certain groups. The out- 
standing adjustment in the 1924 scheme is the reduction of the state 
rate on real property coupled with the increase in the rate on tangible 
personal property. The extent of the relief to real estate, as far as the 

TABLE 40 

Assessed Valuations or Specified Classes of Property in Kentucky, 
Expressed for Selected Years as Percentages of the 
Corresponding Valuations for 1917* 


Yea* 

Lands 

Town Lots 

Personal Property 

Bank 

Deposits 

An 

Property 

Tangibles 

Intangibles f 

1917 

100 

100 

IOO 

IOO 

IOO 

IOO 

1918 

I 3 S -3 

105-9 

223.4 

361.8 

1627.3 

171.7 

1920 

186.9 

120.2 

295-3 

404.4 

2354 -S 

l 220.5 

1922 

193.6 

136.0 

239.8 

454-4 

2454.4 

232.8 


* Data adapted from Report of the Efficiency Commission , IQ24. 
t Other than bank deposits. 


state .tax is concerned, may be seen from Table 41. The importance of 
the relief can easily be overestimated, for the local taxes are much more 
important than the state tax. And a part of such relief will come from 
the higher local rates imposed upon tangible property as a result of 
the absence of local taxes on intangibles. 

The complex scheme of segregation and classification in Kentucky 
does not rest upon “any evident logical basis/ 7 The 1924 revision has 
not greatly improved the system in its essential aspects. The task of 
the assessment is still left to the local official, whose districts do not 
appreciably share in the benefits of improved assessment. Yet, in view 
of the fact that the revenue has not been impaired, as may be seen 
from Table 42, and in view of the further fact that the valuation of 
intangibles has increased strikingly, and the number of persons reached 
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has presumably also greatly increased, the tax system in Kentucky 
may be regarded as superior to that it displaced. 


TABLE 4* 

Percentages op State Revenue in Kentucky Borne by Each Class op 
Property por the Years 1917, 1920, 1923, 1924* 


Classes of Properly 

1517 

JQ20 

IQ 23 

1924 

T.anHs 

42.5 

40.9 

39 0 

29.1 

Town lots 

34-9 

21.6 

23 .3 

18.6 

Intangible property 

7-5 

15.4 

16.7 

24-7 

Bank deposits 

1.2 

3-6 

3-5 

4.0 

Other tangible personalty 

14.0 

17.6 

17.1 

21.7 

Livestock 


-9 

•4 

2.0 

Total 

100.0 

100.0 

100.0 

100.0 


* From supplement to Report of Tax Commission to Governor Fields , 1924 , 


TABLE 42 

Assessments op Intangibles and Revenue Therefrom under the 
Classified Property Tax in Kentucky for Selected Years* 


Yeak 

A ggP-ggirg.M't’fi j 

Revehue 

Money and Credits 

Bank Deposits 

1017+ 

$ 68,750,000 

246.348.000 

364.095.000 

457 . 796.000 

490.549.000 

$ 11,277,000 

179.143.000 

209.363. 000 

334 . 975.000 

349.146.000 

$2,200,000 

1,164,000 

1 , 665,000 

2,622,000 

2,801,000 

tot8 


1026. 

1027 



* Based upon data from Leland, Proceedings , XXI, especially 358-315. 
t Last year under the general property tax. 


5. Virginia . — Virginia never developed the general property tax as 
extensively as most of the other states. The system consists of a large 
number of ad valorem taxes on selected types of property. The taxes 
fall into three groups, based upon the extent to which the state and 
the local divisions both tax the property: 

GROUP L TAXABLE BY THE STATE ONLY 

A. Money, assessed at full value, and taxed at the rate of 2 mills. 

B. Municipal bonds of Virginia., at full value, at the rate of 3.5 mills. 

This tax was repealed 1928. 
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GROUP U. STATE AND LIMITED LOCAL TAXES 1 

A. Credits, at full valuation, without deduction at rate of 3.5 mills by 
the state, and not to exceed 2 mills by the local divisions. 

B. Shares of corporate stock, on full value, at rate of 8 mills by the state, 
and not to exceed 3 mills by the local divisions. This tax was repealed 
1928. 

C. Capital, on full value, at rate of 8.5 mills by the state, and not to ex- 
ceed 3 milk by the local divisions. State tax to be 7.5 mills after 1928. 

D. Shares of bank stock, on full value, at a rate of 2.5 mills by the state, 
and for the local divisions as follows: If bank is situated in a city, the 
city rate must not exceed 8.5 mills; if in a town, not exceed 6.5 mills. 
The county may levy not to exceed 2 mills; but if the bank is neither 
in a town nor a city, the county may levy at a rate not exceeding 8.5 
mills. In 1928 the maximum rate was reduced to 10 mills. 

GROUP m. LIMITED STATE PLUS LOCAL TAXATION 

Real and tangible personal property is taxable by the state at the rate of 
2.5 mills, and by the local divisions at the local rates, subject to the general 
limitations. 

The fiscal results of the classified property tax in Virginia are diffi- 
cult to measure, but, as may be seen in Table 43, the effect of the 
change from the general property tax was not at first very marked. 
The assessments and the revenue have both shown a steady growth, 
however, which presumably has at least kept pace with the growth in 
wealth of the state. The tax, justified as a revenue measure, gains 
additional support because of the wider distribution in the assessments, 
which reach an appreciably larger range of taxpayers than did the 
general property tax. 

B. PARTIAL CLASSIFICATION, GENERAL CLASSIFICATION 
BEING PERMISSIBLE 

In a certain sense the distinction between general and partial classi- 
fication is merely one of convenience. As soon as more than one class is 
provided the classification is general. In the states now to be consid- 
ered, the main body of property has been left in one class, only a few 
items being differentiated. The ten states in this group are alike in that 

1 In 1928, the constitution was amended to require all real and tangible personal 
property to be taxable exclusively by the local divisions, and intangibles exclu- 
sively by the state. 
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there is apparently no constitutional bar to general classification. The 
legislatures have simply not carried classification as far as might have 
been done. 

1. Pennsylvania . — The general property tax never existed in Penn- 
sylvania. Classification has always been used, although explicit sanc- 
tion was first given, as stated, in the 1875 constitution. Separation of 

TABLE 43 

Assessments and Revenue from Intangible Prop- 
erty in Virginia Subject to the Classified 
Property Tax in Selected Years* 


Year 

Assessments 

Revenue! 

I 9 i 4 t 

$117,381,000 

$2,166,000 § 

1915 

191,117,000 

1,247,000 

I 9 l 6 

206,588,000 

1,365,000 

1917 

236,965,000 

1,542,000 

1926 

519,765,000 

3,056,000 

1927 

559,926,000 

3,050,000 


* Based upon data from Leland, Proceedings, XXL, especially 

297» 2 q 8, 315* 

t Last year under the general property tax. 
t State levies only. Data for local levies not obtainable. 

$ Figure not comparable with figures for later years. 


sources has also been used. An unusual feature is the heavy reliance 
upon collection at the source. Despite inefficient administration, the 
operation of the classified property tax, as measured by its yield, has 
been successful and far more equitable than general property taxation 
could have been, even with efficient administration. With the excep- 
tion of vehicles, personal tangibles are not taxed by the state and realty 
is taxed only locally. The classified property taxes consist of the fol- 
lowing parts: 1 

For county purposes the list of intangibles taxable at the rate of 4 mills 
includes mortgages, credits, notes, certain public loans, stocks of foreign 

1 For greater detail, cf. Leland, The Classified Property Tax, pp. 297-314; also 
M. K. McKay, “A Survey of the Tax Situation in Pennsylvania,” Proceedings , XIX 
(1926), pp. 28-52; and Special Tax Commission reports (preliminary, 1925, and 
final, 1927). 
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corporations, bonds not paying interest, money loaned outside the state, 
ann uities in excess of $200 annual yield, and all other moneyed capital. Real 
estate and selected types of tangible personalty are taxable at varying local 
rates. The 4 mill tax was originally (since 1840) a state tax, but in 1889, 
owing to local fiscal needs, one-third of the revenue was refunded to the coun- 
ties, in 1891 three-fourths of it was returned to the counties. Since 1913 it 
has been a county tax. Self-assessment made to local assessors is relied upon 
with very little central supervision. Hence the listing has been incomplete; 
and this part of the classified property tax is regarded as the least satisfac- 
tory. Even so, the assessment has steadily increased from $98,066,000 in 
1880 to $2,395,955,000 in 1925, while the yield has correspondingly increased 
from $392,000 to $9,853, ooo . 1 

For state purposes there has been a 4-mill tax on corporate loans 
since 1840, and since 1891 a similar tax on certain public loans. The 
corporations pay the tax, with the right of reimbursement from bond- 
holders. But, since foreign corporations cannot be forced to pay and 
since the tax is payable only by residents of Pennsylvania, whom the 
corporations are required to locate, the tax is practically confined to 
such bonds of Pennsylvania corporations as are held by residents. The 
tax is levied technically against the owners, the corporation acting 
merely as collector; but many corporations have “covenanted” to pay 
the tax. Owing to the feature of collection at the source, the yield has 
been high, increasing from $55,788 in 1845 to $5,634,543 in 1926. 2 

The most prolific source of state revenue is the tax on capital stock, 
dating back to 1840, and levied since 1889 at the rate of 5 mills. 3 
Unlike the tax on loans, the capital stock tax is against the corporation. 
Hence the residence of the owner is immaterial, but the tax does not 
apply to foreign corporations, whose stock if held by Pennsylvania 
residents is locally assessed and taxed at the 4-mill rate. The tax base 
is the fair value of the stock, a base which involves the deduction of 
bonded indebtedness. Despite this deduction, which is economically 
valid, though it has only implicit statutory authorization, the yield has 
been large, increasing from $37,333 in 1841 to $18,340,791 in 1926. 4 

1 Leland, Proceedings , XXI, 298-315. a Ibid., p. 308. 

3 Except that on distilling companies and domestic fire and marine insurance the 
rates are 10 mills and 3 mills, respectively. Manufacturing and laundering companies 
are exempt. 

4 Leland, The Classified Property Tax, p. 310. 
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The tax having been paid by the corporations, the shares are exempt 
to the holders — this is also true of the tax on corporate loans. Certain 
corporations, such as insurance and manufacturing companies, are 
otherwise taxed and not subject to the capital stock tax. 1 

Bringing all the taxes on intangibles of Pennsylvania, except taxes 
on bank stock, together in Table 44, we see that Pennsylvania draws 
more revenue from taxes on intangibles than any other state, in fact, 
more than all other states combined. The secret appears to lie in the 

TABLE 44 

Assessment and Revenue from Intangibles, Subject to the Classified 
Property Tax in Pennsylvania, for Specified Years 
(In Thousands)* 


Yeas 

Personalty 

Corporate Loans 

Capital Stock 

Total 

Assessment 

Revenue 

Assessment 

Revenue 

Assessment 

Revenue 

Revenue 

1890. . . 

1900. . . 

1910.. . 

1915- •• 

1920. . . 

1925.. . 

1926.. . 

1027 

$ 546,965 

722,864 

1,184,298 

1,4x3,403 

1,849,584 

2 , 395,955 

2,527,010 

$ 1,640 
2,891 

4,737 

5,653 

7,398 

9,853 

10,108 

$ 232,147 

374,731 

655,456 

953,838 

1,062,996 

1,260,228 

1,408,633 

1,186,953 

$ 696 
1.498 
2,621 

3,815 

4,251 

5,040 

5,634 

4,747 

$ 387,079 

1,086,143 

1.906.378 

2.585.379 
2,739,014 
3,367,878 
3,668,158 
4,094,658 

$ 1,935 
5,430 
9,531 

12,926 

13,695 

16,839 

18,340 

20,473 

$ 4,271 
9,819 

15,889 

22,394 

25,344 

31,732 

34,082 

*7*/ 





* S. E. Leland, “An Appraisal of the Results Secured by the Application of the Principle of Classifi- 
cation to Intangible Property,” Proceedings, XXI, 295-314. Taxes on bank stock were omitted since 
such stock is generally subject to the general property tax. 


method of administration, with the taxes on corporate loans and capi- 
tal stocks being paid by the corporations. It should be remembered, 
however, that Pennsylvania imposes no state income tax. 

2. Connecticut . — The Connecticut choses-in-action tax is in form a 
recording tax. The legislature in 1889 taxed all choses-in-action an- 
nually at the rate of 2 mills for state purposes. Since 1897 the rate has 
been 4 mills. Virtually every form of intangible property not otherwise 
taxed or exempt is subject to this tax, including money, deposits, cred- 
its of various forms. Bonds of Connecticut corporations are exempt, 
as are shares of practically all corporations otherwise taxed, mortgages 
on realty in Connecticut, and deposits in savings banks, which are 

1 But see the feature of local classification of realty in second-class cities, below. 
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taxed to the banks as such. The state treasurer registers such intangi- 
bles as are presented to his office and collects the tax. Registration is 
optional, but intangibles not registered are subject to the local property 
tax, which is as a rule much higher, but which is usually evaded. 

This tax is only moderately effective. The present yield is greatly 
in excess of the yield in 1889. The volume of the intangible property 
assessed then was about $13,000,000; now the amount recorded aver- 
ages more than twelve times as much, and the annual revenue exceeds 
$500,000. Besides, small amounts are occasionally taxed locally at the 

TABLE 45 

Assessment and Revenue from Intangibles, Sub- 
ject to the Connecticut 4-Mill Tax, 
in Specified Years* 


Year 

Assessment 

Revenue 

1890 

$ 33,654,000 

22.040.000 

44.818.000 
*35, 087, 000 

129.451.000 

129.422.000 

1 128,633,000 

$129,000 

93,000 

167.000 

513.000 

496.000 

501.000 

504.000 

IOOO 

IOIO 

1920 


1926 

1027 



* Leland, Proceedings , XXI, 296-314. 


local rate. It is estimated that more than one-half of this class of prop- 
erty is not rendered at all. 1 That the results have not been better may 
be ascribed partly to the voluntary character of the registration, there 
being no penalty except liability to the local tax and liability to an 
additional 5 per cent inheritance tax since 1915. Nevertheless, the 
system is superior to what preceded. 

In Connecticut, as in Pennsylvania, there are no records for the 
transition period to show the superiority of the classified property tax 
to the general property tax. Though there has been considerable 
growth in both property assessed and revenue realized from the tax 
on intangibles, the Connecticut record, as shown in Table 45, is inferior 
to that of Pennsylvania. 

* Data chiefly from a report of the Connecticut Chamber of Commerce. Professor 
Fai r c hil d, who directed the investigation upon which the report was based, discussed 
the conclusions drawn in Proceedings , XU (1919), 152-62. 
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3. Maryland . — Since 1896 Maryland has imposed mill-rate taxes 
on intangibles. T!he tax does not apply to money and currency, book 
accounts, mortgages (since 1904), ground rents, public bonds, bank de- 
posits, and unproductive bonds and stocks. It applies, therefore, chief- 
ly to productive bonds and stocks of private corporations held in the 
state. It was apparently in violation of the constitutional uniformity 
rule; but it was never questioned; and, in 1914, the constitution was 
amended so as to permit classification, except that taxes on land were 
required to be uniform. Collection at the source was not employed, 

TABLE 46 

Assessments and Revenue prom Intangibles, Sub- 
ject to the 4-Mnx Tax in Maryland, 
for Specified Years* 


Year 

Assessment 

Revenue 

igoof 

$ 65,789,000 

193.194.000 

338.174.000 

394 . 531.000 

421.836.000 

484.838.000 

553 . 376.000 

$ 314,000 
888,000 

1.521.000 

1.775.000 

1.898.000 

2.181.000 

l9lo{ 

1920 


1926 

1027 

*y- & / • 

1028 

* • 


* Leland, Proceedings , XXI, 296-314. 
t Baltimore City only. 
t Baltimore City and County only. 


but domestic corporations were required to report resident shareholders 
to Maryland counties. The rate varies with the state rate, being the 
fixed local rate of 3 mills plus the variable state rate. Since 1914 the 
maximum aggregate rate is 4.5 mills. 

The results for Baltimore, where the administration has been more 
effective, have been satisfactory only in comparison with the poor re- 
sults under the old system. 1 In Baltimore in 1896 only about $6,000,- 
000 of this class of property were assessed; the amount rose to nearly 
$59,000,000 in 1897, the first year of the new law. In 1907, the amount 
was $147,000,000 and in 1922, $267,000,000. How much still escapes 
can only be estimated. In Table 46 is shown the assessment and rev- 
enue under this tax for selected years. 

1 J. H. Hollander, "Municipal Taxation of Intangible Wealth,” Proceedings , I 
(1907), 406-14. 



194 PROPERTY TAXATION IN THE UNITED STATES 


4. New York . — In 1906 New York introduced a mortgage recording 
tax of $ mills on domestic real estate mortgages. Other taxable intangi- 
bles were subject to the general property tax; in practice they were not 
taxed. While, therefore, the tax nominally favored domestic mortgages 
through a low rate, it was in fact discriminatory against them. 1 One- 
half of the revenue went to the state, the other half to the local divi- 
sion of the owner’s residence. 

The principle was extended in 1911 by the so-called secured debts 
tax , which remained in force until 1915* The state retained the entire 
proceeds from this tax. The law exempted $750,000,000 of securities 
from taxation during the life of the securities registered. The yield 
amounted to about $1,000,000 annually. The tax on the longer maturi- 
ties, on which the rate was 5 mills on face value, payable only once, 
was very low. In 1915 the rate became 7.5 mills, with exemption lim- 
ited to five years. The tax was in force for only 15 months, and was 
suspended for part of that time. It yielded about $1,950,000; it also 
exempted additional securities to the extent of $260,000,000 for five 
years. In 1917 the rate was changed to 2 mills, and the tax was made 
annual. Subject to the tax were bonds, notes, debts, debentures, or 
other written or printed obligations forming part of a series. Bonds of 
the state of New York were exempt and the tax did not apply to mort- 
gages taxed under the 1906 mortgage recording tax. Registration was 
optional, but taxables not registered were subject to the general prop- 
erty tax. In addition, there was a 5 per cent penalty inheritance tax. 
The latter provision has been held unconstitutional on the ground 
that it was discriminating; in this respect New York differs from Con- 
necticut. In 1919, an income tax law was passed which displaced all 
recording taxes except those on New York real estate mortgages. 

5. Iowa . — In Iowa the classification, with the required ratios of as- 
sessed to full value and the rates applicable, is as follows: 3 

I. General property taxed on 25 per cent of full value, at local rates. 

II. Bank stock and property in competition therewith on 20 per cent of full 
value, at local rates. 

3 H. Money and credits, including stocks in corporations, on full valuation, 
at the unifonn rate of 5 mills, plus a surtax of one mill for soldier’s bonus. 

1 Cf. James A. Wendell, “The Tax on Investments in New York,” Proceedings, 
XII (1919), 162-75, also annual reports of the New York Tax Commission. 

2 Digest of State Tax Laws, 1922, pp. 120-21. 
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The results of classification in Iowa have not been fortunate. 1 The 
average ratio at which general property is in fact assessed is not 25 
per cent, but probably nearer two-fifths of that ratio. The tax rates 
have mounted to dizzy figures. Money and credits have generally es- 
caped; this is largely ascribable to faulty tax administration, there 
being practically no central supervision. 3 

6. Other states . — During the decade just past, the tax laws in North 
Dakota have been frequently changed. The first attempt was the 
money and credits act of 1915, which was declared unconstitutional. 
Another and similar act, based upon the Minnesota act, passed in 
1917, became effective for 1918. A more general classification, how- 
ever, was authorized in 1921. Two classes of property were provided, 
as follows: In Class I were placed 

railroads and other public utilities, together with franchises and all real and 
personal property connected therewith; all land, exclusive of structures and 
improvements thereon; all bank stocks; all flour mills, elevators, warehouses, 
and storehouses of all kinds; all buildings and improvements on railway 
rights-of-way or sites leased from railway companies or other public utility 
corporations; structures and improvements on town and city lots used for 
business purposes.* 

Class EC comprised all other property, except money and credits. 
In 1923, however, all taxable property was taxed at 75 per cent of its 
true value, except that farm buildings and improvements on agricul- 
tural land were exempt/ 

South Dakota provided for general classification by amending her 
constitution in 1918 but extended the classification only to money and 
credits, in the form of mill taxes and recording taxes on mortgages 
similar to and based upon the Minnesota taxes on intangibles. In 1923, 
however, the legislature abolished the recording tax on mortgages and 
raised the rate of the tax on money and credits from 3 to 4 mills. 5 

In Louisiana, one law 6 created a special class of property of plants 
engaged in the manufacture of rosin, turpentine, and other naval 

* Cf. John E. Brindley, History of Taxation in Iowa , for an extended discussion. 

a In 1929, however, the State Board of Assessment and Review was created. 

* Digest of State Laws , IQ22, p. 335. 

4 Letter from the deputy tax commissioner, April 15, 1926. 

s Letter from tax commission, April 14, 1925. 6 Act No. 66, 1924. 



1 96 PROPERTY TAXATION IN THE UNITED STATES 


stores from waste timber material, to be assessed at 10 per cent of its 
market value. The classification is temporary, lasting only for ten 
years, and is obviously designed to encourage industry. In 1926, 
plants engaged in utilizing certain waste material, such as those from 
rice and cotton, were added to this category, as were also ship repair 
plants, except that the assessment ratio was 40 per cent. This method 
constitutes an alternative to local temporary exemption. Another law 1 
created a permanent classification for intangibles, as specified, with 
an assessment ratio of 10 per cent of the market value. Stocks and such 
nonrepresentative intangibles as patents and franchises are not includ- 
ed. Practically all other intangibles are exempt. 

In Oklahoma a nonrecurrent tax on mortgages at rates amounting 
roughly to 2 mills for each year of the term of the instrument is im- 
posed. 2 The revenue is credited to the school fund of the counties. 
In 1927, intangibles generally, except such as compete with the stock 
of national banks, were made taxable at 2 mills. Rhode Island imposes 
a tax of 4 mills on certain intangibles, money, credits (less debts), pub- 
lic bonds, and private bonds and stocks not otherwise exempt. 3 The 
revenue is for state purposes. 

C. LIMITED CLASSIFICATION 

In recent years there has been a tendency to extend limited author- 
ity to the legislatures to classify property. The distrust of the legisla- 
ture apparently arises from fear of adverse classification on the part of 
certain groups, such as landowners. The number of states in this class 
is small, and their experience is too brief to warrant extensive general- 
ization. 

In 1908 the constitution of Michigan was amended so as to (1) re- 
quire the legislature to provide by law “a uniform rule of taxation ex- 
cept on property paying specific taxes, (2) require centrally assessed 
property to be taxed at the average state rate, and (3) authorize the 
legislature to impose specific taxes, which shall be uniform upon the 
classes upon which they operate.” Under this provision, railroads pay 
taxes at the average rate for the state; a mortgage-recording tax of 
5 mills was imposed in 1911 ; a ship-tonnage tax in the same year; and 
in 1913 the recording tax was extended to bonds and other credits. 

In 1913 the constitution of Maine was amended to authorize the 

1 Act No. 163, 1924. 2 Digest of State Laws, p. 366. 3 Ibid., p. 394. 
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legislature “to levy a tax upon intangible personal property at such 
rate as it deems wise and equitable without regard to the rate applied 
to other classes of property.” 1 New Mexico entered the Union in 1911 
with the constitutional uniformity clause, but that rule was modified 
in 1914 to provide for classification of intangible property. 2 Neither of 
these states, however, has made any use of this authority. In 1914, 
also, Maryland legalized the classification of intangibles already ef- 
fective as described above. In 1920 Nebraska limited the uniformity 
requirement to real property and franchises; 3 and in 1924 California^ 
Florida, 5 and Kansas 6 permitted the classification of intangibles. Of 
the three last, only Florida 7 has not enacted a classification measure, 
Ohio and Washington permitted classification in 1929, and Utah in 
1930. 

Because of two unusual features of the original act of classification, 
namely, the rate of the tax and its distribution of the revenue, the 
Nebraska classified property tax deserves consideration. The 1920 
amendment permitted classification of all intangible property except 
franchises. The law enacted under the amendment provided for a rate 
on money and credits equal to 25 per cent of the mill rate levied upon 
tangible property in the district of the taxpayers domicile. The rate 
on intangibles would thus vary with the rate on tangibles, as in Mon- 
tana. There was created another class, domestic bonds of the state 
local governments, taxable at the rate of 1 mill, the bonds of other 
states being taxable, as were money and credits, at the 25 per cent rate. 
A 4-mill tax on “gross earnings” of building and loan associations was 
also imposed. But this was not clearly a property tax, and falls largely 
outside the scope of this treatise. 8 This arrangement was not regarded 

1 Art. xxxvi. 

a Art viii, sec. 1. * Art ariii, sec. 124. 

a Art viii, sec. 1. 8 Art. ix, sec. 1. 

6 Art xi, sec. 1. Statutory classification adopted in 1925; amended, 1927; partly 
repealed, 1929; and repealed parts restored, 1931. 

7 After the manuscript had gone to press the Florida legislature approved House 
Bill No. 30XX, which imposed a tax of 2 mills per dollar upon stocks, bonds, notes, 
and mortgages, and a tax of Vo of 1 P er cent upon certain other intangibles. 

8 For a discussion of the system as originally established, cf. O. G. Virtue, “New 
Phases of the Classified Property Tax,” Journal of Political Economy , XXIX, 603 ff . 
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as satisfactory. Accordingly, in 1925 the following scheme was estab- 
lished: 

Class A, consisting of money, including savings accounts and bank de- 
posits, was made taxable at the rate of 2.5 mills. 

Class B, substantially all other intangibles except shares of bank stock, in- 
cluding corporate bonds and stocks, except that the value of domestic stocks 
was to be determined by deducting from their capital value the assessed 
value of property of the corporation otherwise taxed, was made taxable at 
the rate of 5 mills. The revenue from taxes on both of these classes was 
divided among the state and the respective subdivisions in the same ratio as 
the revenue from taxes on general property. Shares of bank stock were “listed 
and assessed” at 70 per cent of the local mill rate for tangible property. 
The rate has since been raised to 8 mills for all Class B intangibles, includ- 
ing bank stock. 

Under the 1924 amendment Kansas, in 1925, created two classes of 
intangibles. Domestic real estate mortgages were subjected to a re- 
cording tax of 2.5 mills in addition to the regular recording fee. Other 
intangibles, including shares of corporate stocks on a basis similar to 
that of Nebraska, were subjected to a recurrent tax of 2.5 mills. The 
revenue from both classes was divided in the same way as the revenue 
from the mill tax in Minnesota. In 1927 the rate on money and credits 
was raised to 5 mills. A new class of securities, the public bonds of 
other states and counties, was created and subjected to an alternative 
stamp tax of 1 mill per dollar of amount per year of maturity plus a 
i-mil.1 recording tax. In 1929 all low-rate taxes, except the mortgage 
recording tax, were repealed; but they were re-enacted in part in 1931. 

Under the recent constitutional amendment, California provided 
for taxation of certain intangibles, including shares of stock or foreign 
corporations, upon a basis of 7 per cent of full value. This was held 
unconstitutional. Domestic real estate mortgages were subject to an 
annual tax of ^ of 1 per cent. In 1928 a flat rate of 3 mills was imposed 
on solvent credits. At present (1931) the specific mill rates vary from 
x 1 to 2 2 3 mills. 

1 Book accounts and conditional sales contracts not in note form, both of which 

presumably are not earning interest 

3 All others that are taxable. 
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D. SINGLE-TAX EXEMPTIONS 

It is proper to mention briefly a movement for full or partial exemp- 
tion, and, therefore, for a species of classification of improvements, as 
distinct from the land on which they occur. Such exemptions and con- 
sequent concentration of the tax burden on land have proceeded far- 
ther in Australia and Canada than in the United States, where the cases 
are isolated, of local origin, and in some cases extra-legal. Fiscally, they 
are yet unimportant, but are included to round out the discussion of 
classification. 1 

A few cities in the United States, in which home rule has been grant- 
ed to that extent, tax improvements at a lower percentage of the valua- 
tion than that used for land. In Houston, Texas, the assessment was 
made on the percentages of 70 per cent for land and 25 per cent to 33 
per cent for improvements. The arrangement was extra-legal and of 
short duration. The same fate, by way of speedy repeal, befell the 
movement in Pueblo, Colorado, where in 1913 on initiative petition 
the electors ratified a proposal for a 50 per cent exemption of improve- 
ments in 1914 and an ultimate 99 per cent exemption of improvements 
from taxation. 

The Pennsylvania legislature in 1913 permitted cities of the second 
class, Pittsburgh and Scranton, progressively to reduce the tax rate on 
buildings and improvements by one-tenth, until in 1925 and thereafter 
the rate on buildings was to be one-half of the rate on land and other 
taxables. Pittsburgh had a rather discriminatory system before that 
time, and the new arrangement was designed as an improvement. The 
old system was a scheme of classification applying to real estate. Land 
lying in the outskirts of the city was designated as agricultural land 
and was taxed at one-half of the usual rate> The so-called rural estate, 
a “district occupied as residences, mainly by business men of the city, 
not divided into small lots, but large and of unequal size, ornamented 
with lawns, trees, shrubberies, flowers, etc.,” was taxed at two-thirds 
of the usual rate. This was said to be a bad form of classification be- 
cause it shifted the burden of taxation from the well-to-do classes to 
the occupiers of the congested tenements. The law was also said to 

1 Cf. R. M. Haig, The Exemption of the Improvements from Taxation in Canada 
and the United States; also Yetta Scheftel, The Taxation of Land Value; and H. J. 
Young, The Single Tax Movement in the United States . 
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make it easy to keep land unimproved, with the same economic effect. 
To replace this undesirable system, another form of discrimination was 
accepted, which favors improvements regardless of location. 1 

The plan was introduced gradually, but in 1925 was in full operation. 
It applies only to taxes for city purposes. For school and county pur- 
poses Pittsburgh property taxes are similar to property taxes else- 
where. But for city taxes, which amount roughly to one-half of the 
aggregate tax on property in the city, the distinguishing feature is that 
the tax rate on the building is only one-half that of the tax rate on the 
land. It is, of course, necessary to appraise land and buildings sepa- 
rately; but that is a fairly common practice in many cities, and should 
be done in any case. Vacant land bears the full rate for city purposes; 
improvements owned separately take the half rate; and the average 
rate for both parts of any parcel will depend upon the proportion of the 
total value made up of land and of improvements. The effect is to 
increase the burden upon vacant land and upon that part of improved 
property which consists of land. It was argued that the relief to im- 
provements would stimulate building. In view of the limited applica- 
tion of the single-tax principle, of the short time it has been in opera- 
tion, and the extreme difficulty of measuring the effects, it would be 
difficult to appraise the experiment. 

In a few other isolated instances such as Fairhope, Alabama, inter- 
esting exemptions have been made. At some places they have come to 
nothing; in others they continue. Little of a definite character has 
come of the movement; and, with the present public attitude respect- 
ing single-tax proposals, it is unlikely that much progress will be made 
in that direction in the near future. 

m. CONCLUSIONS 

Considered from a practical point of view, classification was adopted 
to serve (1) as a measure of relief from confiscatory exactions made 
under the general property tax, chiefly on intangibles, upon the rela- 
tively few taxpayers who did not practice evasion; (2) as a device to 
increase the revenue from property taxes, chiefly on intangibles, it 

1 For discussion, pro and con, see T. C. McMahon, “Pittsburgh’s Graded Tax on 
Buildings,” and E. F. Doume, “The Graded Tax on Buildings,” Proceedings , XXII 
(1929), 134-50- 
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being hoped that the low rates would induce sufficient increases in the 
assessment to maintain or increase the yield; or (3) as a neo-mercan- 
tilistic policy designed to retain property or business in the state or to 
attract it, a policy under which selfish interests seeking unwarranted 
favorable treatment have often masqueraded. Further extension of the 
principle will probably depend upon the extent to which these ethical , 
fiscal, and commercial expectations are fulfilled, or believed to be ful- 
filled, and upon the extent to which certain obstacles not originally 
anticipated are encountered. 

Classification has succeeded measurably in equalizing the taxes on 
intangibles. In all cases a much greater number of taxpayers have con- 
tributed under the low rates, whether these rates have been in the form 
of mill taxes or recording taxes; and nowhere can the rates be regarded 
as confiscatory, although possibly in some states, as in Virginia, the 
“low” rates are too high. The problem, however, of fixing the proper 
rates on the different classes of intangibles, as between those which 
merely represent tangibles already taxed as such, on the one hand, 
and, on the other hand, those which, like patents, corporate excess, and 
good will, are essentially income-yielding property not otherwise taxed, 
is yet far from solved. It may also be doubted whether the differential 
rates on the classified tangibles are always proper. Measured by the 
standard of equity in the apportionment of the tax burden, the classi- 
fied property tax, as compared with the system which it supplanted, 
has unquestionably been justified. 

Considered as a fiscal device, the classified property tax can show 
but limi ted success. 1 On the whole, the revenue probably has been in- 
creased through substitution of the low rates for the general rates; but 
the results are very uneven. The Minnesota experience is fiscally fairly 
successful, as is the Kentucky tax on bank deposits, and the Pennsyl- 
vania tax on corporate loans and capital stock; but the success in 
Minnesota is due largely to efficient administration, and, in Kentucky, 
Pennsylvania, and Virginia, to the practice of collection at the source. 
By itself, classification with low differential rates does not produce 
adequate revenue in the absence of efficient and properly designed ad- 
ministration. The low rates ought at least to remove from the mind of 

1 Cf. Leland, Proceedings , XXI, 292-318, and supra for each particular state; also 
Leland, The Classified Property Tax , pp. 411-19. 
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the assessor any scruples against confiscatory taxation and thereby 
predispose him toward doing his duty. Doubtless differentially high 
effective rates on classified property, like those on Minnesota mining 
property and, in some states, on bank stock, have increased the reven- 
ue from taxes on such property as could not escape. Whether differ- 
entially high rates are in the long run fiscally expedient and ethically 
justifiable probably does not admit an unqualified general answer. 

In comparing the yield from low-rate taxes on intangibles with the 
yield from general property taxes on this same property, however, it 

TABLE 47 


Solvent Credits Listed in North Carolina, per Capita, Percentage op 
Total Property Assessed, and Compared with Index op 
Listable Intangibles, for Specified Years* 


Year 

Listed 

Index 

Amounts 

(Thousands) 

Per Capita 

Percentage of 

Total Property 

Assessed 

Composite! 

Comparative 

Listed 

Intangibles 

1021 

$192,829 

$73.77 

7.5 



1922 

185)939 

70.17 

7.2 

loo 

100 

1923 


62.18 

6.3 

117 

90 

1924 • 

167,624 

61.56 

6.2 

151 

90 

1925 

162,405 

57 -75 

5-9 

163 

87 

1926 

164,006 

57.38 

5-8 

179 

88 

1927 

150,465 

51-94 

5-2 

196 

81 


* Based on data from Report of Tax Commission , 1928 , pp. 323-26. 

t Composite index consists of index of the following: state income taxes paid, state automobile li- 
censes paid, state gasoline taxes paid, and bank deposits in the state. 


should be borne in mind that in states where the general property tax 
is continued, the amounts of intangibles listed and taxed are rapidly 
diminishing. This is well shown by the report of the North Carolina 
Tax Commission of 1928, as presented in Table 47. From 1921 to 1927 
the intangibles actually listed and taxed in North Carolina declined 
from $192,829,000 to $150,469,000; the per capita amounts assessed 
declined from $73.77 to $51.94; and the percentage such property com- 
posed of the total property valuation declined from 7.5 per cent to 5.2 
per cent. This was true despite the fact that there must have been an 
appreciable increase in intangible property in the state. Thus, a com- 
posite index, composed of state income taxes paid, state automobile 
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license taxes paid, state gasoline taxes paid, and bank deposits of the 
state, rose from 100 in 1922 to 196 in 1927, while the index of intangi- 
bles listed and taxed fell from 100 to 81. The low-rate taxes on in- 
tangibles are, therefore, considerably more potent, compared to the 
general property tax which they displaced, than the analysis here 
would indicate. 

Considered broadly, the policy of exempting or taxing certain classes 
of property at differentially low rates for the encouragement of business 
or the localization of property is unsound. Moreover, there is no way 
of demonstrating inductively whether the hopes of industrial gains 
have actually materialized, since no one can tell what would have 
happened if the favorable treatment had not been extended. Certain- 
ly, on a priori grounds, each case of favoritism should clearly justify 
itself to overcome the presumption against the subsidy. For taxes must 
be paid and, if not paid by the favored classes, must be paid by others. 

From a theoretical as well as from a practical point of view, classi- 
fication, to some degree, appears to be inevitable, considering the fact 
that property is becoming more and more heterogeneous. But it does 
not follow that classification is the sole remedy for all evils of property 
taxation. Some authorities believe that the classified property tax is 
merely a transitory measure, a forerunner for the state income tax. 1 
In view of the deadlock in the movement for state income taxes, and 
the entanglements of the taxation of banks with the low-rate taxes on 
intangibles, this particular alternative is not imminent. Likewise, seg- 
regation of sources also has its uses, but is not a substitute for classifi- 
cation. So with license, privilege, and other taxes, all of which may be 
useful. One conclusion is clear: For the purpose of employing the clas- 
sified property tax where it may be the most fitting adjustment, the 
legislature should not be hampered by a constitutional requirement for 
uniform taxation of all property. 

1 Cf. C. J. Bullock, “The State Income Tax and the Classified Property Tax,” 
Proceedings , igi 6 , 362-84. 



CHAPTER VIH 

TAXATION OF FINANCIAL ORGANIZATIONS 

In the peculiar conditions surrounding the taxation of banks, es- 
pecially national banks, is found one of the reasons why the classified 
property tax has been retarded in its extension. 

It has been long and widely believed that “moneyed capital” does 
not bear an adequate share of the tax burden, and that special 
laws and methods were required to prevent its escape from taxation, 
particularly since it was supposed to be capable of paying heavy 
taxes. The existence of such an attitude is attested by the constitutional 
provisions in Ohio, Kansas, and South Dakota , 1 that moneyed capital 
shall always be taxed at the same rate as other capital, and by the 
numerous similar statutory requirements elsewhere. 

I. COMMERCIAL BANKS 

National banks occupy a peculiar position. They are incorporated 
under federal laws, and, as “instrumentalities” of the federal govern- 
ment, are not taxable by the states except through specific Congres- 
sional permission . 2 Permission has been given 3 to tax real property of 
national banks locally, and to tax the shares of national banks at a 
rate not exceeding the rate on competing moneyed capital . Substantial 
uniformity of taxation, as between the national and state banks, was 
the result. For states do not wish to tax state banks, their own crea- 
tures, more heavily than national banks; and, under the federal law, 
they could not tax them more leniently. The federal law also specifies 
the basis upon which national banks must be taxed, if taxed at all, by 

1 This was removed in Kansas by the constitutional amendment of 1924, at an 
earlier date in South Dakota, and in Ohio in 1929. 

* Cf. Owensboro National Bank vs. Owensboro , 173 U.S. 664, 1899. 

3 Revised Statutes, sec. 5219. Enacted 1863; amended 1864, 1868, 1923, 1926; and 
further amendment is sought This strenuously agitated provision is familiarly 
known as “Section 5219.” 


204 



TAXATION OF FINANCIAL ORGANIZATIONS 205 


the states. The result has been a dose approximation to uniformity 
among the states in the taxation of all commercial banks. 

As amended in 1868, Section 5219 of the Revised Statutes of the 
United States was, until 1923, the basis for taxation of nearly all banks 
in the country. Because of its importance, the section may be given 
in full: 

Nothing herein shall prevent all the shares in any association from being 
included in the valuation of the personal property of the owner or holder of 
such shares, in assessing taxes imposed by authority of the State within 
which the association is located; but the legislature of each state may deter- 
mine and direct the manner and place of taxing all the shares of national 
banking associations located within the state, subject only to the two re- 
strictions, that the taxation shall not he at a greater rate than is assessed upon 
other moneyed capital in the hands of individual citizens of stick state* and that 
the shares of any national banking assodation owned by non-residents of any 
state shall be taxed in the tity or town where the bank is located, and not 
elsewhere. Nothing herein shall be construed to exempt the real property of 
assodations from either state, county or munidpal taxes to the same ex- 
tent, according to its value, as other real property is taxed. 

Because of the long standing of the interpretations prior to 1920, it 
is desirable to discuss the methods in use up to that time, and to note 
such changes as the later amendments have apparently required or 
permitted. The shares alone were taxable— not the tangible property, 
except real estate, which they represented. Whether intentionally or 
accidentally, multiple taxation of representative property was avoided 
by the simple expedient of taxing only the representative aspect of the 
property. 2 But taxation, according to equity, of the value of the shares, 
plus taxation of real estate, according to possession , without adjust- 
ment for debt, created a situation that has become intolerable. 

As a concession, the local jurisdictions may tax real property. The 
general but not universal practice has been to allow the deduction of 
the assessed value of real estate locally taxed from the value of the 

1 The italicized portion was originally intended to guard against discriminatorily 
heavy state taxation of national banks. Perhaps the safeguard was necessary then 
when banks were new and before the Fourteenth Amendment of the Constitution. 
But this weapon cuts both ways. At present, by a strange irony of fate, it is the 
principal obstacle in the way of adoption by the states of suitable taxes on banks. 

3 Except that real property may be locally taxed. 



206 PROPERTY TAXATION IN THE UNITED STATES 


shares. Iowa permits the deduction only of such real estate as is oc- 
cupied by the bank; Minnesota, only real estate located in the state; 
while New York formerly permitted no deduction for real estate. 1 
Usually only the assessed value of the real estate may be deducted; 
this is different from deducting the market value. Section 5219 does 
not require the deduction of real estate. 

The basis for the tax was the value of the shares. No other tax was 
permitted on national banks, even though it might be equivalent in 
amount to the tax on shares. The method of determining the value of 
shares permitted considerable variation. The most common method 
was to add the capital stock paid in, the surplus, and the undivided 
profits, from which the assessed value of real estate locally taxed 
would be deducted. Occasionally other deductions are permitted, 
as in North Carolina, of United States Federal Farm Loan and Joint 
Stock Land Bank securities, to an amount not exceeding 25 per cent 
of the capital and surplus. This is unusual and was not until recently 
thought to be required by the federal law. 

In states having the uniformity rule, bank shares are assessed by 
the local assessor and are subject to the same rate as other property. 
Where classification is permitted, a different scheme may prevail. 
Thus, Minnesota bank stock is required to be taxed at 33! per cent of 
value. In other states a flat rate fixed by law prevails. In New Jersey 
this rate is f of 1 per cent; in Maryland, 1 per cent; Nebraska, .8 of 
1 per cent; Connecticut, 1 per cent. 

The bank may be and usually is required to pay the tax, and may be 
reimbursed by the shareholder. The tax must be assessed against the 
shareholders separately, not against them collectively, in solido. The 
administrative advantage of requiring the bank to collect the tax is 
obvious — thus taxed, the shareholder cannot escape. Were the assessor 
required to assess the shares directly against the shareholder, most of 
them would probably escape, as do corporate shares and bonds gen- 
erally, whenever this method of reaching them is attempted. The tax 
is payable only in the jurisdiction where the bank is located, regardless 
of residence of stockholders. Thereby are prevented evasion and 
double taxation — but the rule is different from that applied to intangi- 

2 The distinction is unimportant for New York, where banks are now taxed under 
the income tax law. 
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bles generally. It is immaterial who owns the shares. Should the bank 
own some of its own shares, they would be taxable to it. When the 
method of determining the market value of each share is considered, 
the reason for this is clear. The value, determined according to the 
state law, is divided by the total number of shar es. If the b anks were 
not taxable on the shares it held, some of them would avoid taxation. 

The requirement which has recently caused trouble is that national 
bank shares may not be taxed higher than other “competing moneyed 
capital.” A recent case 1 emphasized this rule. Some $14,000,000 of 
national and state bank shares, it was alleged, had been taxed at rates 
at least twice as high as $6,250,000 of bonds, notes, etc., in the hands 
of individual citizens of Virginia. The state courts decided that there 
was nothing illegal in this since such intangibles were not “competing 
capital” in the sense hitherto widely accepted. The United States 
Supreme Court held this view too narrow. Much capital, other than 
that of shares of state banks and trust companies, was held to enter 
into competition with commercial banking of the national banks. It 
was held that the words “moneyed capital in the hands of individual 
citizens,” contained in Section 5219, included something 2 besides shares 
of state banks and trust companies. They were held to include 
“moneys invested in private banks and investments of individuals in 
securities that represent money at interest and other evidences of in- 
debtedness such as normally enter into the business of banking.” The 
taxation complained of was held, therefore, to transgress the limita- 
tions prescribed by Section 5219, and was declared invalid. 

In states where the uniformity rule prevails, the decision would 
probably have had little or no effect, provided the general property 
tax could have been administered so as to reach all intangible property. 
In the states with low-rate taxes on intangibles, the new rule was not 
welcome. Intangibles, held to be competing — and so far practically 
none has been held not to be competing — could not be taxed at low 
rates unless a similar adjustment was made in the taxation of shares 
of national banks; and a tax rate of, say, 4 mills on the shares of na- 
tional banks was a mere fraction of the rate at which other property 

1 Merchants National Bank vs. City of Richmond, 256 U.S. 619, 1921. 

a What that “something” is has never been established. There is as yet no in- 
clusive definition of “competing moneyed capital.” 
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was taxed. As Section 5219 was interpreted by this decision, classifica- 
tion of intangibles for the purpose of taxation would practically be 
ruled out unless similar rates were applied to bank stock. 

In 1923 an amendment 1 to Section 5219 authorized three optional 
but mutually exclusive methods of taxing bank stock instead of the 
one formerly permissible. The method of taxing the shares as property 
was continued; but the term “competing moneyed capital” was de- 
fined not to include “bonds, notes, or other evidence of indebtedness 
in the hands of individual citizens not engaged in the banking or in- 
vestment business and representing merely personal investments not 
made in competition with the business of national banks.” 2 A second 
method authorized the inclusion of bank dividends with the taxpayer’s 
other income subject to a state income tax. A third method authorized 
the taxation of the income of the bank to the bank, at a rate “not 
higher than the rate assessed upon other financial corporations nor 
higher than the highest of the rates assessed by the taxing state upon 
the net income of mercantile, manufacturing, and business corpora- 
tions doing business within its limits.” Except that bank-owned real 
estate might in any case be taxed, the use of any one of these 
methods precluded all the others. 

In 1926 a further amendment 3 of Section 5219 added a fourth option 
to the three already authorized, namely, an excise tax measured by the 
income of the bank. The principal difference between this tax and that 
on the income was supposed, at the time, to be that in the computation 
of the income for purposes or the latter tax, income from tax-exempt 

* H.R, 11,939. chap. 267, Sixty-seventh Congress, fourth session. 

3 This provision was at first thought to restrict the scope of the term “moneyed 
capital.” But decisions in 1927 in the Wisconsin and Minnesota tax cases (First 
National Bank of Hartford vs. City of Hartford and Minnesota vs. First National 
Bank of St. Paul t 71 L. ed. 533 ff-) checked any such hope by saying that private 
individuals, who invest their surplus funds in mortgages or other securities in which 
a national bank may invest its funds, compete with the banks. The scope of the 
banks’ activities is wide; and it may be difficult to find any privately hdd securities 
which the banks might not hold. If low-rate mill taxes can apply to only such credits 
as do not compete with the banks, their scope is so narrow as to make them farcical; 
and they should be abolished, unless the states are prepared to accord to bank 
shares the same low rate. 

3 S.R. 3377. chap. 88, Sixty-ninth Congress, fourth session. 



TAXATION OF FINANCIAL ORGANIZATIONS 209 


securities must be excluded, since it was the income directly that was 
taxed, while with the excise tax such deduction need not be mad e, 1 
since the tax is not directly on the income. Still another adjustment 
was made: The dividends might be taxed, as income to the sharehold- 
er, even though the bank had paid the excise tax; this is the only in- 
stance of more than one method being applicable. 

It was hoped, and not without reason, that the optional excise tax 
offered a way out. If the banks could be required to pay the local tax 
on their real property; if, in addition, the banks should pay a tax on 
their income as measured by the income, and the dividends were made 
subject to the personal income tax, it would seem that the bank taxes 
would be adequate. If all corporations were allowed an offset for per- 
sonal property taxes paid against their excise tax, the tax would still 
be equitable on the banks, which would pay no taxes on their personal 
property, and hence would enjoy no such offset. New York and Massa- 
chusetts forthwith adjusted their corporate income taxes to the revised 
Section 5219; Wisconsin followed suit in 1927; and, in 1929, the three 
Pacific Coast states of California, Oregon, and Washington did like- 
wise. Some of the states having low-rates taxes on intangibles attempt- 
ed to comply, in various ways, by means of taxes on the shares. Thus 
Nebraska provided for classes A and B, Class B consisting of bank 
shares and “competing moneyed capital , 1 ” with a rate of 8 mills; and 
Class A, consisting of other intangibles, with a rate of 2§ mills. And 
Kansas modified the money and credits tax, by making bank stock 
and “competing moneyed capital” subject to the general property tax, 
leaving the decision as to what constituted “competing moneyed capi- 
tal” to the assessors, with the result that only negligible amounts were 
returned as such. 

There were, however, even then, at least three clouds on the horizon, 
threatening storms that speedily emerged in the shape of court deci- 
sions, temporarily upsetting all hope of stable bank taxation under the 
federal law, as it existed. 

One, not the first in point of time, but probably the most disturbing, 
was the decision in the Macallen case, 2 in which a Massachusetts cor- 

1 Flint vs. Stone Tracy Co., 220 U.S. 108. 

* 279 U.S. 620. For an analysis of the situation, in which the Supreme Court was 
led to revise its decision in Flint v. Stone Tracy Co., see among the voluminous litera- 
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poration, not a bank, sought the right to exdude income from exempt 
bonds from the income used as a measure of its Massachusetts cor- 
porate-excise tax; this contention was upheld. Though the court spe- 
cifically stated that the case did not apply to banks, it seemed that 
the banks must be allowed likewise to deduct their “tax-exempt in- 
come”; and, since the banks are or may be heavy holders of such “tax 
exempts,” they would frequently be able to reduce their taxable income 
and hence their taxes to negligible amounts. In an earlier case 1 a bank 
objected to induding the income from “tax exempts” in the gross in- 
come subject to the District of Columbia 5-mill tax. The court held 
the tax to be on the bonds themselves and hence illegal. It would ap- 
pear that in the general-property-tax states, as well as in the low-rate 
states, the banks might also exclude their tax-exempts from their assets 
in computing the value of their shares for the property tax. 2 Under . 
those conditions, any method of taxing banks, available under existing 
laws, would be inadequate. The deduction of “tax exempts” would in- 
clude not only federal, state, and local bonds but also such items as 
real estate mortgages on which the recording tax had been paid. 

A second event, not unexpected, was the decision that, if the na- 
tional banks in low-rate-tax states are accorded a low rate, equal to 
those to which “competing” capital is subject, then the same rate must 
be accorded to the shares of state banks. 3 This case, taken together 
with the Macallen case, led the Kansas legislature to repeal the 5-mill 
tax on money and credits in 1929, which, however, it felt moved to re- 
enact in 1931. 

A third development, perhaps less threatening immediately than the 
others, has not been pressed very far. A Florida case/ and an Oregon 

ture on the subject, R. L. Bradford, “The Courts and Taxation,” Proceedings 
XXUj 337~78. 

1 District of Columbia v. Riggs National Bank , 30 Fed. (2d) 873, 1929. 

2 A later case, Educational Films Corporation v. Ward, 51 Sup. Ct. 170, appears 
to have restored the status existing prior to the Macallen case. In this case, the 
New York corporate tax on income, including income on copyrighted films, was 
upheld. 

3 Cf. V or an v. Wright , 284 Pac. 807, and Montana National Bank vs. Yellowstone 
Co ., 276 U.S. 499, 1928. 

4 Roberts v. American National Bank of Pensacola, 115 So. 261, 1927. 
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case, 1 neither of which reached the court of last resort, held, logically 
enough, that since large amounts of intangibles, “in competition with 
the business of national banks,” were not taxed at all, escaping with 
or without connivance of the assessor, the bank shares also could not 
be taxed at all. 

At present (1931) the bank tax situationis unstable. There is scarce- 
ly a state in which the present arrangement could satisfactorily be 
made permanent. In the states where shares are subject to the general 
property tax, the bankers complain of discrimination in sundry forms, 
but principally of overvaluation of bank shares relative to other prop- 
erty. 2 It is asserted, with good reason, that bank shares are in such a 
position as to facilitate discrimination in the assessment. It apparently 
requires, somehow, more of a mental twist to enter a bank share with 
a book value of $240 at $80 than to enter a building worth $2,400 at 
$800. Bankers find it necessary frequently to appeal to boards of re- 
view for reduced assessment, and boards of equalization more frequent- 
ly “equalize” bank stocks than almost any other type of property. 
This is, of course, partly due to the more readily available information. 

In states having low-rate mill taxes, or their equivalent, the situa- 
tion is different but no better. Either they must retain the low-rate mill 
taxes on money and credits and tax national bank shares at the same 
rate, or they must abandon the mill taxes and return to the general 
property tax. A tax of 3 mills, or 5 mills as the case may be, as the sole 
tax on banks, is regarded as being far too much of a favorable discrim- 
ination, when compared with taxes on other corporate enterprises, 
whose property is taxed at rates often ten times as high, whose shares 
and bonds may be taxed as property, which pay franchise or privilege 
taxes, and which possibly — in some states certainly — pay income 
taxes. 3 There is always the chance that the “tax exempts” of banks will 
reduce the taxable value and hence the tax to negligible amounts or 

1 Brotherhood Co-op . National Bank v. Eurlburt, 26 Fed. (2d) 957, 1928. 

2 Cf. especially Survey of Bank Taxation in the United States , by a Committee on 
State Taxation of the American Bankers Association, 1925, 1929, and 1931. 

3 For a presentation of this aspect see an article by the author, “The Impasse in 
Bank Taxation,” Bulletin , X 1 U, No. 3, 70-78; also G. A Youngquist, “Taxation of 
National Banks,” address at annual meeting of Association of Attorneys General at 
Buffalo, New York, August 29, 1927. Printed privately. 
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zero. This threatening difficulty has been perhaps the severest check 
to the movement for the classified property tax. A unique situation 
arose in Minnesota in 1927. The legislature threatened to abolish the 
mill taxes, making all property, including bank stocks, taxable at the 
uniform rate; but this did not suit the national banks and other finan- 
cial interests. Of the 271 national banks in the state, 264 filed with 
the tax commission written agreements, backed by authorizations from 
their stockholders, to pay their taxes at the general property tax rate 
for the ensuing two years. The legislature dropped the repeal biU, but 
provided for an interim legislative commission to report at the next 
session. 

In the six states with income taxes on the banks, the situation is no 
better, for the income tax on banks must not be at a higher rate than 
that on other business enterprises. The latter must pay property taxes, 
as well as other miscellaneous taxes that cannot be exacted from the 
banks under Section 5219. While the banks seem to favor income as 
the tax basis, 1 state tax officials, on the whole, oppose it, although 
several of them apparently deem it satisfactory. 

At present (1931) the repeal of Section 5219 is still demanded. 
Many think its repeal would not jeopardize the bankers’ position, 
whether its enactment was ever warranted or not: “There were un- 
doubtedly ample reasons for incorporating in Section 5219 at the time 
of its enactment provision that the taxation of the shares of the na- 
tional banks ‘shall not be at a greater rate than is assessed upon 
moneyed capital in the hands of individual citizens of such state.’ ” 2 
The Fourteenth Amendment which guarantees to every person, and 
to every corporation as well, 

the equal protection of the laws, had not been adopted at the time. National 
banks were then a mere experiment and were regarded by many eminent 
statesmen as an unwarranted encroachment upon state and private rights. 
In these circumstances, Congress evidently felt that the statute in question 
was necessary to give to these infant institutions a fair start and to protect 
them while becoming established from the possible danger of unjust and 

1 See, for example, Thornton Cooke, “The Way Out in Taxation,” American 
Bankers Association Journal, November, 1927. 

3 S. Lord, “Presidential Address: The Bretton Woods Resolutions,” Proceedings, 
XV (1922), 242-60. 
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discriminatory state laws But .... national banks are now so firmly 

intrenched that they are no longer menaced by the competition of such mon- 
eyed capital as is now taxed under low-rate “money and credits” and income 
tax laws. On the contrary, like all other honest taxpayers, they are greatly 
benefited by these laws. 1 

The banks, on the other hand, assert that the hazard of discrimination 
is real. 3 According to their view it is not enough that national banks be 
not discriminated against as compared to the state banks; they fear 
as well that the states might discriminate against all financial institu- 
tions as a class. 

It is clear that the national banks have good grounds for desiring 
protection against discriminatory taxation, and for demanding a wider 
classification than is proposed in the restriction that they must not be 
discriminated against as compared with state banks. That, at least, 
is true in the general-property-tax states. For these states have, in 
fact, long been discriminating against both state and national banks, 
in a way that, strangely enough, is not often mentioned. The dis- 
crimination inheres in the particular method of applying this tax to 
banks. The bill of complaints includes the following particulars: 

First, while the banks are presumably taxed on their real estate 
locally as are other owners of real estate, and have in that respect no 
grounds for complaint, the case is otherwise with respect to the shares. 
As has been indicated above, the shares are in many cases appraised 
at a higher percentage of true value than property in general. This is 
not true in all states, but it is generally true. 

Second, the banks are generally the only corporations, except cer- 
tain public utility corporations centrally assessed, which, in effect, are 
consistently taxed on their corporate excess. 3 Their shares being re- 
turnable by the banks, they are fully listed; this is rarely true of shares 
of other corporations. In other words, the discrimination against 
the banks is due in part to the fact that the banks cannot participate 

z Ibid., pp. 257-58. 

3 See, for examp le, Martin Saxe, “The Threatened Discrimination in Banking 
Taxation,” Bankers Magazine, December, 1927. 

3 The tax on the bank shares, allowing for deduction of assessed value of locally 
taxed real estate, is, in effect though not in form, a tax on corporate excess of the 
bank. 
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ratably with other taxpayers in the prevailing tax evasion that comes 
about through nonlisting of taxable property and undervaluation 
thereof. 1 

In the third place, in some of the general-property-tax states, the 
banks, in appraising their shares, are allowed to deduct the assessed, 
not the book value, of the bank-owned real estate. To the extent that 
the real estate, though taxed at the same assessment ratio as other 
local real estate, is yet underassessed in comparison with the shares, 
there is discrimination. 

Yet the property taxes on the banks have been so convenient and so 
long and consistently levied in their present form that the states had 
come to regard this tax as thoroughly equitable. Evidence is found in 
the fact that the states, when granting low-rate taxes to money and 
credits, almost invariably retained bank shares under the general prop- 
erty tax. The general property tax had become established through 
Section 5219. And the irony is that this section, designed at first to 
protect banks, became the fixed federal requirement which fastened 
upon them, longer than upon any other property of the same class, the 
antiquated general property tax. 

At present, after long negotiation, the American Bankers Associa- 
tion and the Association of States, a loose organization of state officials 
interested in banking tax reform, have reached a tentative agreement 
on an amendment to Section 52 19. 2 Inasmuch as it has merely been 
proposed, and no favorable Congressional action has been taken, it is 
enough to mention it here. 

n. INVESTMENT BANKS 

In most states the functional difference between investment bank- 
ing and commercial banking is not sufficiently recognized to warrant 
different taxation. Trust companies, savings banks, and, to some ex- 
tent, building and loan associations are usually taxed on the same basis 

1 For the prevalence of such evasion, cf. chaps, xi and xiii, infra . 

* The two principal features of the proposed amendment were (1) a millage tax 
adapted to those states imposing low rates on money and credits, and (a) provision 
for securing statistical data of income that would insure equality of taxation as be- 
tween banks and other taxpayers. 
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as commercial banks. There are, however, two principal variant meth- 
ods: one, used chiefly in the New England states, is a tax upon savings 
bank deposits; the other is the adaptation of the general property tax 
to building and loan associations. 

Under the general property tax, bank deposits are taxable to the 
depositors at the same rate as other property, unless they have been 
given a special classification and thereby made subject to a different 
rate or a different percentage assessment, as in Virginia or Montana. 

TABLE 48 

Taxes on Savings Banks Deposits, and Their Ratio 
in 1916 to Gross Earnings in 
Specified States* 


State 

Rate (per Cent of 
Deposits) 

Ratio of Tax to 
Gross Earnings 
(per Cent) 

Maine 

i of I 

8.32 

New Hampshire 

f ofi 

9.17 

Vermont 

A of i 

12.2 

Massachusetts 

j of I 

3-79 

Rhode Island 

A of 1 

8*5 

Connecticut 

iof I 

4.27 

Maryland 

J of I 

5*7 


♦Milton W. Harrison, ‘‘Taxation of Banks,” Proceedings, XEC 
(1919), 35-68* The tax rate on savings deposits in New Hampshire is 
now (1931) 1 of 1 per cent, and, in Vermont, A of i per cent, to New 
York, savings banks pay a franchise tax of A of i per cent in lien of 
the income tax. 

In fact, only a small part of bank deposits is actually taxed, except 
where a low rate has made listing non-confiscatory, and even in such 
cases the listing is not complete. It is not possible to tax bank deposits 
to the depositors. One alternative is to tax the deposits to the bank 
and exempt the depositors, as is done in all of the New England states, 
and to a smaller degree, by New York, New Jersey, and Maryland, as 
shown partly in Table 48, 

The taxes are in lieu of all other taxes on the deposits, both to the 
banks and to the depositors. The banks are locally taxed on the real 
estate they own. It is not quite correct to say that the tax is measured 
by deposits, for capital, surplus, or undivided profits are in some in- 
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stances added to deposits in determining the tax. 1 It is argued by the 
bankers that the tax on deposits is too heavy, and discourages accumu- 
lation. Compared with the rate on bank deposits taxed under the gen- 
eral property tax, the tax is light. Compared with the bank deposits 
of the country as a whole on the basis of the tax that is actually paid 
on them, the tax is heavy. The principal reason for the tax is doubtless 
the fact that bank deposits cannot be reached in any other way. 

It is charged against the practices of many states in taxing building 
and loan associations, that they result in objectionable double taxation. 
Where these associations have capital stock like other corporations, 
they do not differ from a bank, and the shares might well be and often 
are taxed on the same basis as shares of a commercial bank. Where 
the associations are mutual, and have no capital stock, or even where 
they have such shares, the principal part of the funds employed is de- 
rived from the contributing savers, whose equities are indicated by 
means of partial-payment shares, withdrawal values, etc. The funds 
are typically loaned on urban real estate, which is generally taxed 
without deduction for the debt. Taxation of the shares as property to 
the shareholders is double taxation of a very obnoxious character. 
Where an attempt is made to tax the shares in the hands of the hold- 
ers, they are listed almost as infrequently as are other intangibles, 
and the only just complaint arises from the unfair burden imposed 
upon the few that are caught. Where taxation of the shares to the asso- 
ciation is attempted, with the right to reimbursement from the share- 
holders, there is no way in which the shares can escape, and the tax 
comes to be very unfair. It is practically equivalent to forbidding this 
form of investment banking. 

In recent years the functions of commercial and investment bank- 
ing, while distinct as functions, are not always separately performed 
by different organizations. Building and loan associations and other 
investment organizations, in fact, often do a considerable checking 
business, while even national banks deal in long-term credit. There 
seems to be no reason for the preferred position some investment or- 
ganizations enjoy in comparison with so-called commercial b anks . 

1 For the development of this type of taxes in New England, cf . K. M. William- 
son, “State Taxes on Savings Deposits in New England,” American Economic Re- 
view, xvm, 45-64. 
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The application of the general property tax on bank shares furnishes 
a striking and unusual example of taxation according to equities rather 
than according to possessions. The application of the property tax on 
this basis to one class of taxpayers, while practically all others are 
taxed merely on the basis of their tangible possessions, has created the 
absurdities in the bank tax situation that were to be expected when 
incongruent parts of two different tax bases are combined. 



CHAPTER IX 


TAXATION OF SPECIAL FORMS OF CAPITAL 
AND LAND 

Attention has been directed to the classified property tax which pro- 
vides differential taxation of different kinds of property. The adjust- 
ments of this sort have been almost entirely confined to representative 
property. That the classified property tax has been checked in its ex- 
tension by the peculiar condition surrounding one form of intangibles, 
namely, bank shares, has been shown. In the present chapter will be 
discussed certain characteristics of producer’s capital which may render 
the rigid application of a uniform property tax to all tangible producer’s 
goods undesirable. The types of property selected may be designated 
as circulating , appreciating , and depreciating assets. 

I. CIRCirLATING CAPITAL 

Merchants’ and manufacturers’ stocks are alike in that they are 
normally held temporarily for sale at an increase above the original 
purchase price, due to the creation of time, place, possession, or form 
utilities. These stocks are characterized by a relatively rapid turnover, 
compared with such property as land, buildings, and machinery. 
Despite their general uniformity in this respect, the different classes 
within the general group exhibit numerous differences out of which 
special tax problems arise . 1 

In some enteiprises there is but little seasonal variation in the 
volume of trade or output. The amount of stock on hand on the tax 
day is, therefore, representative of the amount carried on hand 
throughout the year, and may reasonably be accepted as a basis for 
the ad valorem tax. In other enterprises the stock in trade varies 
widely. A vegetable canning plant, for example, whose season begins 

1 The literature on this aspect of property taxation is remarkably scarce and in- 
adequate. Cf. E. H. Bodden, “Taxation of Merchants’ and Manufacturers’ Stock,” 
Proceedings, 1917, pp. 118-23. 
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in June, would have nothing on hand on the first day of May, which 
date is common for the tax day. 1 An ice storage plant, on the other 
hand, would have most of the season’s stock on hand at that date. It 
is clear that the latter enterprise would have to pay a much heavier 
tax than the former. 

Ad valorem taxation of circulating capital is required by the uni- 
formity rule in most states. One type of adjustment is that of employ- 
ing an average valuation, instead of taking the value of the stock as of 
the tax day provided for property in general. Several states 2 take the 
average for the year as the basis. There are several ways of computing 
this average value. In Kansas, an estimate of the average value for 
each of the 12 months of the past year is required; the sum of the esti- 
mates is then divided by the number of months, and the quotient is 
taken as the basis for the tax on the stock. Another method is followed 
in Tennessee where the sum of the highest amount and the lowest 
amount during the year is divided by 2 and the quotient is accepted as 
the basis. In Missouri, the basis of the manufacturers’ and merchants’ 
tax is the highest amount on hand between the first Monday in March 
and the first Monday in June. This is a special method of determining 
the value, not a different tax, and does not violate the rule of uni- 
formity, though it is not always applicable to all merchants and manu- 
facturers. 

A few states have specific taxes in lieu of the ad valorem tax. Thus 
Minnesota imposes a tax of J of 1 mill per bushel on wheat and flax, 
and of | of 1 mill per bushel on other grain handled in elevators of the 
state, in lieu of all other taxes on the grain, but not in lieu of taxes on 
the fixed capital of the elevators. 3 Such specific taxes, sometimes added 
to the ad valorem tax, are common in the extractive industries. 

It is obvious that the peculiarities of circulating capital must result 
in pronounced inequalities among different groups of merchants and 
manufacturers, if we relate the tax to the average value of circulating 

1 Hereafter the term “tax day” is used to designate the day as of which the assess- 
ment is made. 

9 In Alabama, Connecticut, the District of Columbia, Iowa, Kansas, Louisiana, 
Maryland, Missouri, Nebraska, Oklahoma, South Carolina, Tennessee, and Wyom- 
ing. 

3 A similar tax occurs in Wisconsin, where it applies to coal dealers also. 
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capital employed. And if the tax is related to the net income, the dis- 
crepancies must be still greater. But the significance of these dis- 
crepancies may be easily misunderstood and misstated. For the prop- 
erty tax on merchants or manufacturers is not, and cannot, be ex- 
pected to be proportional to income . 1 The general property tax is a 
charge upon the use of property in a given district. As such, it is a 
fairly predictable fixed charge. 

Nor is it easy to determine what deleterious effects, if any, flow from 
the discriminations, so long as there are no arbitrary inequalities 
among members of the same class, so long as there are no wide varia- 
tions in the tax rates among taxing districts, and so long as the rates or 
the assessment ratios do not change widely and unpredictably from 
year to year. Thus a differential tax on one type of business as com- 
pared with that of another will be accepted as a cost of doing business; 
and the necessary adjustment in capital employment will be effected. 
But, where the assessments are arbitrary, where the rates are erratic 
from year to year, or where they differ sharply in two competitive juris- 
dictions, the necessary adjustments cannot take place without injury 
to individual taxpayers or groups. The variations in ratios of taxes to 
income, or to turnover of capital, do not necessarily make the property 
tax on circulating capital objectionable; but they constitute an argu- 
ment for uniform valuation, larger taxing districts, and stable tax 
rates. 

n. CLASSIFICATION OF REAL ESTATE 

The belief is all but universal that all taxable real estate should be 
taxed alike. Reference to chapter vii will show that where the state 
constitution permits limited classification, it is nearly always required 
that real estate shall be uniformly taxed. Where the constitution per- 
mits general classification there are few cases in which real estate is not 
all in the same class.* But some insist that there are as valid reasons 
for classifying real property as for differential treatment of intangibles 
and personalty. The nature of the demand for differentiation of taxa- 

1 See chap, iii, supra. Cf. also Leland, “Tax Problems and a Tax Program for 
Real Estate,” Bulletin, XV, 235. “To criticize the property tax for not being an 
income tax is like criticizing the mouse for not being an elephant.” 

a Minnesota, Montana, North Dakota, thte cities of Pittsburgh and Scranton in 
Pennsylvania, and a few less conspicuous cases, form the list of exceptions. 
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tion of real estate, particularly land, is thus set forth by J. V. Van 
Sickle: 

With the breakdown of the general property tax many remedies have been 
proposed. One is to exempt personalty and to introduce in its stead a moder- 
ate state income tax. Another is to classify property and to subject the differ- 
ent classes to different rates. Intangible personalty would bear the lowest 
rate, tangible personalty a somewhat higher rate, and real estate the highest 
rates. In either case real estate would remain liable to the prevailing high 
rates. 

While these remedies axe preferable to the existing system, they continue 
for land taxation the defect inherent in the general property tax. They pro- 
pose a rule of uniformity where there is no uniformity. They assume that 
land is land, whether it be agricultural land, or residential land, forest land 
or mineral land. As a matter of fact there is as much need for distinguishing 
between different kinds of land as between land and personalty. This need 
is not due to the administrative impossibility of taxing different types of land 
at the same rate, but to considerations of public policy. The very fact that a 
rule of uniformity can be enforced successfully is what makes the general 
property tax detrimental to wise land utilization. The uniform rule cannot 
be and should not be applied to tangibles and intangibles; it can be applied 
to land, but should not be. 1 

The particular type of land employed by Van Sickle to exemplify the 
deleterious effect of the uniform rule of property taxation upon land 
utilization is land on the outskirts of cities waiting idly for a higher use 
as residential or business sites, though other types are mentioned. It 
is contended that market value as a basis for taxes on such .land re- 
sults in taxes so high that the land cannot be used for agriculture but 
must be sold to promoters and speculators who usually succeed in 
selling it, when subdivided, to persons hoping for speculative gain, or 
hoping to “build on it some day.” These buyers as a rule fail to reckon 
on taxes as a part of the carrying cost during the interim until the 
land can be put to its higher use. The reason for the high taxes is that 
the assessed value is based not only on current return from agricul- 
tural use but on the present value of future high returns. If the land 
could be classified and remain classified as agricultural land until it 
was “ripe” for the higher use, and the taxable value based upon the 

1 J, V. Van Sickle, “Classification of Land for Taxation,” Quarterly Journal of 
Economics, XLH, 94-116. 



222 PROPERTY TAXATION IN THE UNITED STATES 


current return from such use, it could be utilized longer for its present 
purpose, since taxes would not constitute a prohibitive carrying charge. 
If later, when “ripe/ 5 the land were reclassified and made taxable on 
the basis of the higher return, the conversion to the higher use would be 
hastened. The effect would be to check excessive expansion of “city 
additions/ 1 but to utilize all “ripe” land for site purposes before taking 
in land not yet needed for such purposes. 

It is not the intention here to enter upon a discussion of the feasibil- 
ity of developing a classified property tax upon real estate as a device to 
control or direct the growth of cities. Before any such tax can be de- 
veloped there must be a suitable classification of land. This would also 
be desirable for the successful administration of even a uniform prop- 
erty tax on real estate. It is moreover necessary as a basis for any pur- 
posive control of the utilization of the natural resources of the country. 
About twenty years ago there was a movement for land classification 
to facilitate, statistically and administratively, the assessment of land. 
Ten years later there was another movement for an economic classi- 
fication to serve much broader purposes. The latter movement has 
reached its highest development in Michigan, where the rapid increase 
in tax delinquency of cut-over lands has caused genuine alarm. 

In 1909, L. G. Powers, of the Bureau of the Census, suggested to the 
Third Conference of the National Tax Association 1 that in the interest 
of scientific assessment real estate should be classified and each class 
listed separately. The Conference provided a committee which studied 
the project during the following year and reported 2 at the next Confer- 
ence, recommending a classification of urban land into: (1) city and 
town lots actually used as building sites; (2) city and town lots, un- 
improved, but, by reason of location, having no other prospective uses 
than as building sites; and (3) areas on the outskirts of cities, whether 
platted or unplatted, which by reason of location and prospective use 
as building sites have such value as to preclude their use as agricultural 
lands. 5 The committee later modified the classification, 4 but as given 
above it calls particular attention to the class which involves the great- 
est difficulty, namely, land in the anomalous condition of having been 

1 “Uniform Listing of Real Estate,” Proceedings , HI (1909), 321-32. 

3 Proceedings, IV (1910), 313-39. 

3 Ibid., pp. 320-21. < ibid*, p. 322. 
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abandoned for agricultural use, yet not being “ripe” for any other. 
Such land is particularly difficult to appraise fairly. In “boom” peri- 
ods, sale prices mount out of all reason, leaving no relationship to the 
income from their current use, which, after deduction of taxes, may be a 
negative quantity. In “hard” times, it may have no ascertainable sell- 
ing value at all. 

TABLE 49 


Descriptive Classification of Real Estate, as Prescribed by 
the Kansas State Tax Commission, 1911 


Description 

Serial Number 

All 

NE. i 

E. i of NW. i 

Identification: 

Section 


12 

15 

II 

24 

II 

Township 


10 

Range 


20 E. 

20 E. 

20 E. 

Number of acres 

According to charac- 
teristics: 

I 

640 

160 

80 

Bottom land 

2 

240 

40 

20 

Upland 

Can be plowed and 

3 

400 

120 

60 

tilled 

According to use: 

4 

480 

125 

50 

In cultivation 

5 

290 

90 

35 

Arable 

Timber: 

6 

40 

10 

5 

Used for pasture — 

7 

25 

IS 

10 

Not so used 

8 

5 

5 

5 

Orchard 

Pasture: 

9 

10 

2 

2 

Tillable 

10 

150 

25 

10 

Nontillable 

11 

100 

5 

5 

Waste 

12 

20 

8 

8 


The Committee also recommended a classification of rural lands as 
(1) cultivated, (2) arable, (3) timber, (4) orchard, (5) waste, (6) miner- 
al, (7) quarry, and (8) oil and gas lands. Some of the states took the 
suggestions seriously. Thus in Kansa s, in 1911, the tax law was amend- 
ed so as to permit the classification. The following classification*, ad- 
justed to the agricultural conditions in Kansas, was introduced in that 
state by administrative order of the State Tax Commission 1 as a part of 

1 Samuel T. Howe, “Classification of Real Estate,” Proceedings , 191 2, pp. 355-69 . 








224 PROPERTY TAXATION IN THE UNITED STATES 


the regular assessment procedure. Table 49 shows, in a slightly modi- 
fied form, a leaf from the assessors’ field book, covering one section of 
land. 

Similar systems of classification have been instituted elsewhere, 
sometimes in greater detail. Thus, in Montana the county commis- 
sioners were required to levy annually not to exceed 1 mill for the “clas- 
sification fund” until the classification was completed. For statistical 
purposes there is need for such classification. It should aid in having 
all land placed on the list and should be useful for valuation and equal- 
ization purposes. However, Mr. Howe himself ventured the observa- 
tion: i{ Whether the data gathered can be made of practical use in 
future real estate assessments is conjectural.” 1 The local assessors, he 
feared — and rightly, as experience has shown — were not capable of 
making extensive use of the technique thus provided. It is doubtful if 
anything definitely valuable has come from the movement. 

The comparative futility of this and, to a less degree, of other at- 
tempts to establish a “scientific” basis for real estate values, by break- 
ing up each parcel into its component parts, establishing a value for 
each part on the basis of comparison with similar parts of other parcels, 
and combining the component values for each parcel, is due to the fact 
that assessors, legislators, and courts have relied almost exclusively, 
wherever possible, upon market value as the only correct basis for the 
tax. They have been able to do so because, on account of the prevailing 
fee simple land tenure, and on account of the frequent transfers of 
land, there has been a fairly ascertainable market value to serve as a 
basis. Hence the need for a statistical classification has not been obvi- 
ous, and to the untrained local assessors it has been meaningless and 
useless. 


m. FOREST LANDS 

The necessity for classification of real estate may be most convinc- 
ingly shown in the effects of the general property tax upon land that is 
suited for forestry. The fundamental characteristic of forestry is the 
long time required for the production of a crop of timber. 2 The problem 

1 Ibid., p. 362. 

3 0 . F. Barnes, “Proposed System of Forestry Taxation,” Proceedings , XV (1922), 
143 - 49 * 
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is modified by the circumstance that timber is a v anishing , though re- 
placeable, natural resource. With the disappearance of the timber are 
connected other losses, such as of lands through erosion, and of lives 
and property through floods . 1 As our virgin timber disappears, it will, 
of course, be necessary to develop a system of growing timber, unless 
we are to rely entirely upon foreign supplies. 

As lumbering is at present carried on, the return from forestry in 
any particular district is periodic or occasional. In virgin timber, a 
clean sweep is usually made of the entire growth, whether mature or 
not, then a long period must elapse before another crop can be ex- 
ploited. The occasional character of the income and revenue could be 
avoided if, in European fashion, only the mature trees were cut; but 
American lumbering practices are ill-adapted to selective cutting. 

The original cost of afforestation may be small. The land is seldom 
valuable for other purposes, and the costs of planting and maintenance 
may be small. Nevertheless, the landowner must wait for his return 
until the timber can be sold. Meanwhile the costs of the enterprise 
accrue, including taxes, interest, rent, etc. If afforestation is to con- 
tinue, the expected return must be at least the equivalent of the present 
value of the entire cost of the undertaking, computed as of the date of 
planting. 

Under the ad valorem tax on timber, if the assessor complies with 
the law in his valuation, the tax base in any given year is the present 
value of the prospective net returns. It is the net yield at the time of 
maturity, discounted for the interval, less the present value of taxes 
to be paid and of prospective costs during the interval. The estimation 
of present value is a difficult task. All the factors are uncertain: the 
yield can only be guessed at, partly because the cut cannot be accurate- 
ly forecast, and the price at that time is uncertain; the assumed rate of 
interest may prove to be erroneous; even the taxes to be paid before 
the cutting are not accurately determinable. Because of the compound 
interest feature, a small error made in the early part of the growing 
period may mean many times the difference between a fair profit and 
a net loss. Further complications result from risks, such as fire or 
pests, the losses from which may wipe out all outlays and interest 

1 Hennan H. Chapman, “The Taxation of Forest Property,” Proceedings , 1921, 
pp. 36-47* 
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sacrifices, as well as tax payments for a period of perhaps 75 years. In 
case of orchards and special fruit groves there are further risks from 
frost, pests, and loss of market. To make allowance for all such risks 
is not a simple matter. A small error in any factor, persisting from 
year to year, may be serious in its consequences for the forest owner. 

The ad valorem tax on forest property also has the undesirable 
characteristic of making irregular returns to the public treasury. While 
the virgin timber remains subject to the property tax, the revenue is 
fairly constant, but as soon as the land is “cut over” practically nothing 
is left on which to base the tax, unless properties of other kinds are 
found in the district. The tax base in these districts would gradually 
increase, as the day of the second cutting would approach, and then, 
with this cutting sold, as suddenly disappear. This alternate swelling 
and shrinking of the tax base would tend to affect severely the tax 
rates, both of forest and other property. In turn, it would affect the 
percentage of delinquency. 1 

The mass of information now being acquired by the Forest Taxation 
Inquiry of the Forest Service of the United States Department of 
Agriculture discloses that the delinquency, especially on cut-over lands, 
is growing more and more serious. Table 50 shows the delinquency of 
taxes on unplatted land in sixteen timber counties of Minnesota for 
the years 1917, 1921, 1924, and 1927. In 1917 the percentage of de- 
linquency exceeded 10 per cent in only two counties of the sixteen, and 
the highest percentage was 12.8, while in 1927, there were ten counties 
in which taxes and special assessments were delinquent to an extent 
greater than 10 per cent of the current year’s levy, and the highest per- 
centage was 36. The seriousness of the situation is emphasized when 
the delinquency is expressed in the form of the percentage which the 
delinquent unplatted land was of the total unplatted land. In 1926-28, 
27.7 per cent of the total area in these sixteen counties was delinquent, 
and in two counties the percentages were 52,9 and 56.6, respectively. 
Similar delinquency records are found for Wisconsin, Michigan, Wash- 

1 For a striking demonstration of the fiscal effects upon these taxing districts of 
the irregularity of the returns, see F. R. Fairchild, in a preliminary report {Proceed- 
ings, 1927, pp. 367-414). This is part of an extensive forest taxation inquiry, direct- 
ed by Professor Fairchild under the auspices of the United States Department of 
Agriculture, now in progress. 
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ington, Oregon, and will probably be found to exist wherever there are 
cut-over lands. 


TABLE 50 


Delinquency in Collection of Taxes and Special Assessments in Per- 
centages of the Current Levies, Selected Years, in Sixteen 
Northeastern Counties of Minnesota* 


County 

Percentages Delinquent 

1017 

1931 

1924 

1937 

Cook 

12.8 

o.i§ 


15-9 

Lake 

o. 9 § 

10. 1 

HjKH 


Itasca 

2-3 

1-9 

0.4 

3-8 

St. Louis 

o -3 

2-5 

2.7 

2.1 

Beltrami 

9-3 

16. 1 

19-5 

23-4 

Koochiching 

10.7 

5-5 

24.2 

21.9 

Lake of the Woods 

t 

t 

39-4 

36.0 

Aitkin 

4-7 

11. 2 

17.9 

26.0 

Carlton 

0.0 

3-8 

5-4 

5-9 

Cass 

o- 9 § 

14.2 

11. 9 

19-3 

Clearwater 

3-5 

13-6 

3-7 

* 3-5 

Crow Wing 

6.0 

7-8 

5-7 

0.9 

Hubbard 

i- 7 § 

7.2 

7.0 

10. 1 

Kanabec 

i- 3 § 

4-6 

2-3 

2.0 

MilleLacs 

0.4I 

4-7 

4.2 

1.6 

Pine 

o.8§ 

7.2 

4.6 

15*3 

Total, sixteen coun- 


! 



ties 

1.6 

4-0 

49 

5-5 

State excluding six- 





teen counties. .... 

t 

2.8 

X.I 

t 


* F. R. Fairchild, Director Forest Taxation Inquiry, Progress Report , No. 10 (August, 1930}, 
Table 5. 

f Not available, 
j Part of Beltrami County. 

§ Surplus. 

It is not necessary to charge all of these bad features to the presence 
of the general property tax. These conditions are in part the hitherto 
unpaid element of the cost of the ruthless exploitation of the timber 
resources by the lumber companies, and the subsequent equally ruth- 
less exploitation of ignorant buyers by land sharks. There are perhaps 





















228 PROPERTY TAXATION IN THE UNITED STATES 


other factors. Thus, in these regions, a great deal of the land is in pub- 
lic ownership, and hence exempt from taxation. Table 51 shows the 
percentages of (1) tax-paying, (2) tax-delinquent, and (3) tax-exempt 
lands in the same Minnesota counties for 1926. In all sixteen counties, 

TABLE 51 

Unplatted Land, Tax-Paying, Tax-Delinquent, and Tax-Exempt, 

1926, in Sixteen Northeastern Minnesota Counties* 


Percentage 


County 

Tax-paying 



Total 

Cook 

46.4 

8.0 

45-6 

100.0 

Lake 

46.1 

16.9 

37 -o 

100. 0 

Itasca 

55- 1 

22.4 

22.5 

100. 0 

St. Louis 

71.8 

10.4 

17.8 

100. 0 

Beltrami 

36.5 

41. 1 

22.4 

100. 0 

Koochiching 

28.5 

22.6 

48.9 

100. 0 

Lake of the Woods 

36.7 

47-9 

154 

100. 0 

Aitkin 

61.8 

31.8 

6.4 

100.0 

Carlton 

70.2 

20.5 

9-3 

100. 0 

Cass 

55-6 

21.9 

22.5 

100.0 

Clearwater 

54-3 

20.9 

24.8 

100. 0 

Crow Wing 

79-8 

19.4 

i 

0.8 

■ 

100.0 

Hubbard 

67.1 

30.9 

2.4 

100. 0 

Kanabec 

94.1 


0.0 

100. 0 

Mille Lacs 

86.1 


0-3 

100. 0 

Pine 

75-8 


0.6 

100. 0 

Total, sixteen coun- 
ties 

56.7 

21.7 

21.6 

100.0 


* F. R. Fairchild, Progress Report , No. 10 (August, 1930), Table 8. 


21.6 per cent of the area of unplatted land was exempt; and in Koochi- 
ching county, 48.9 per cent was exempt. The effect of the exemption is 
uncertain, however, for the exempt areas do not require the same public 
service per acre as does the taxable land. Partial compensation also 
exists in the form of liberal state aid and federal appropriations for 
forestry roads. Even so, it is probable that the concentration of exempt 
land in many cases aggravates the bad condition. 

Table 52 shows that the index of tax delinquency of acreage prop- 
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erty in four Oregon and Washington timber counties has risen in all 
four, though in Grays Harbor, Washington, the index is lower in 1928 
than in 1923, but higher in both these years than in 1918. But the 
most signficant feature of the table is the contrast between the rise in 
the index for delinquency for one year only and the rise in the delin- 

TABLE 52 


Trend in Delinquent Area of Acreage Real Estate, 1918-28, Index 
Number for Selected Counties in Oregon and Washington* 





Delinquent foe 

State, County, and Date 

Total 

Consecutive 

Levies 


One Year 
Only 

Oregon: 

Clatsop 





September 1, 1918 . . 

100 

100 

IOO 

IOO 

September 1, 1923 . . 
September 1, 1928 . . 

264 

255 

124 

266 

391 

409 

906 

358 

Tillamook 





September 1, 1918 . . 

100 

100 

IOO 

IOO 

September 1, 1923 . . 
September 1, 1928 . . 

181 

186 

313 

137 

304 

3 » 

1.847 

148 

Washington: 

Grays Harbor 





December 31, 1918 . . 

100 

100 

IOO 

IOO 

December 31, 1923 . . 

123 

«3 

164 

68 

September 25, 1928 . 

no 

106 

186 

68 

Lewis * 





December 31, 1918 . . 

100 

IOO 

IOO 

IOO 

December 31, 1923 . . 

283 

291 

r,i86 

1,69s 

195 

Octobers, 1928 

402 

418 

323 


* F. R. Fairchild, Director of Forest Taxation Inquiry, Progress Report No. n (August is, 1930), 
Table 10. 


quency for consecutive levies, especially in the column showing de- 
linquencies for four or more consecutive years. Plainly, the land upon 
which the taxes will not be paid, and which must therefore revert to 
the state, is rapidly increasing. 

It appears from Table 53 to be extremely probable that the declining 
value of the lands in the cut-over regions is due in part to excessive 
assessments, and that the excessive assessments in turn tend to depress 
the values still farther. In nearly all the towns the ratio of assessor’s 
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valuation to the value as found by the investigators was higher than 
ioo per r ent . It is noteworthy that cut-over holdings are particularly 
overassessed. On the other hand, operated farms, which presumably 
yield an income, are not generally overassessed, though they manifest 
striking inequalities in the assessment ratio. 

TABLE S3 

Cohparison or Assessor’s “Foil and True” Value with Appraised Value, 
by Property Classes, m Selected Minnesota Towns, 1926* 


Ratio of Assessof’s “Tim and Fra.” Value to Appfabed Value 


Town 

Farms 

Cut-over Holdings 

Resort 

(perCent) 

Total 

(perCent) 

Operated 
(per Cent) 

Abandoned 

(perCent) 

Small 

(perCent) 

Large 
(per Cent) 

Eckles 

64 

III 

140 

t 

t 

92 

Frohn 

60 

t 

175 

215 

72 

86 

Hagali 

72 

t 

278 

. t 

106 

116 

Clay 

iss 


f 

292 

301 

147 

247 

Crow Wing Lake 

90 

181 

294 

t 

106 

131 

Lake Emma 

92 

f i 

187 

206 

84 

116 

Schoolcraft 

107 



300 

336 

360 

272 

T. 59 N., R. 8 W 

34 



90 

95 

1 t 

1 92 

T. 58 N., E.6W, 

T 

1 


250 

272 


236 

T. 54 N., R. 10 W. 

SI 

1 


12 7 

133 

t 

IOO 

Embarrass 

26 

1 

f- 

60 

75 

t 

36 

Toivola 

46 

1 

h 

106 

180 

t 

IOO 

Ts. 54 and 55 N., R. 








14 w. 

t 

t 

215 

216 

t 

197 


* From several tables in F. R. Fairchild, Director of Forest Taxation Inquiry, Progress Report, 
No, 9 (July 1, 1930). 
f Data not available. 


The taxation of forest lands, which are almost universally taxed in 
the same manner as other real property, has received considerable pub- 
licity, but the remedies proposed have been only slowly recognized in 
the tax laws. 1 In 1909 a series of investigations began. 3 The following 

1 Cf . F. R. Fairchild, Director of Forest Taxation Inquiry, Progress Report , No. 7 
(March 15, 1930), fora ‘"Digest of State Forest Tax Laws Enacted or Revised during 
the Calendar Year 1929.” 

* Sponsored by the National Conservation Commission and the National Tax 
Association. 
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summary 1 indicates tie status of tie movement in 1922, witi reference 
to tie generally accepted conclusions regarding forestry taxa tion - 

1. That as a rule forests iave been underassessed far below their true 
value, and that, owing to this circumstance, combined witi lax administra- 
tion of tie tax laws, forests have not generally been subject to excessive taxa- 
tion; 

2. That, barring certain localities and some individual cases, taxation has 
not been responsible for destruction of the forests or for failure to reforest 
cut-over lands or to practice forestry. These results have been due to other 
causes more potent than taxation; 

3. That the property tax is fundamentally defective when applied to the 
total value of land and trees of a growing forest, resulting, if strictly ad- 
ministered, in grossly excessive taxation of forests, as compared with other 
forms of property yielding annual incomes; 

4. That, if at any time other conditions should become favorable to the 
practice of forestry as a private business enterprise, continuance of the pre- 
vailing property tax upon growing forests would prove an insufferable ob- 
stacle; 

5. That the remedy lies in the relief of growing forests from the rigors of 
the property tax, through the more or less complete application of the yield 
tax; 

6. That the attempt to promote forestry by tax exemptions, as embodied 
in earlier legislation, is quite futile; 

7. That the mature or virgin forest presents a distinct problem, toward 
the solution of which little has yet been accomplished. 

The early proposals would entirely exempt growing forests from the 
property tax and, In lieu thereof, subject them to a pure yield tax. 2 
This solution, however, involves too many practical difficulties to the 
public treasuries. 3 As early as 1913, therefore, the Committee on For- 
estry Taxation recommended a “combination tax, consisting of an 
annual tax on the land, valued as bare land and taxed at a rate equal 
to half the prevailing rate of the general property tax, together with a 
10 per cent yield tax upon forest products. It is safe to say that the 

1 F. R. Fairchild, (chairman), ‘^Report of the Committee on Forest Taxation,” 
Proceedings , XV (1922), 127-39. 

» Of. Report of the National Conservation Commission , iqoq. 

3 For an elaboration of methods proposed to equalize or stabilize the revenue to 
the local districts, cf . reports of committees on Forestry Taxation of National Tax 
Association, 1909 and 1913, Proceedings , Vols. m and VIE. 
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fundamental idea of this plan has gained general acceptance among the 
advocates of tax reform.” 1 There haye been many variations of this 
plan ; but many of them have not been given any practical tests. Only a 
few states, such as New York, 2 Michigan, and the New England and 
Pacific Coast states, have made serious attempts to adjust their tax 
systems to the requirements of forestry. 

Since 1913, the movement seems to have turned away from the yield 
tax as a complete substitute for the property tax. The Co mmi ttee on 
Forest Taxation of the National Tax Association in 192 2 * recommended 
a property tax on the bare land value of the forested land at the local 
property tax rate, together with a yield tax similar to a business income 
tax. The influence of the recommendations for a business income tax 
of the Committee of the National Tax Association in 19194 is clearly 
seen: 

The yield tax would appear, not as an additional tax in lieu of the property 
tax, but in the place of the business tax. The forestry business is fairly sim- 
ple. It is doubtful if the complicated system that has been worked out for 
manufacturing and mercantile buisness is necessary or desirable for forests. 
The simple tax on the stumpage value of forest products corresponds fairly 
well to a tax on net income and would probably be the best means of apply- 
ing the business tax principle to the forests. The rate of the yield tax should 
correspond to the rate of the business tax on other enterprises.* 

Such a law summarized would be, as quoted: 

(1) The law shall provide criteria for determining what is “mature tim- 
ber.” 

{2) All trees other than mature timber, shall be exempt from taxation, 
and in assessing land no account should be taken of the value of any trees, 
except mature timber. Forest lands shall be assessed no higher than similar 
bare lands in the neighborhood. 

( 3 ) All forest products (with the exception of certain sm^li quantities 
taken by the owner or the tenant for his own use) shall be subject to a yield 
tax, at a rate corresponding to the business tax on other businesses. The 

1 Fairchild, Proceedings, XV (1922), 129. 

a Cf. C. R. Pettis, “Forest Taxation in New York,” Proceedings, XIV (1921), 
58-62. 

3 Proceedings, XV, 132-35. 

4 Proceedings, XU, pp. 426-70. 


5 Proceedings, XV, 134. 
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rate would perhaps be in the neighborhood of 5 per cent. The yield tax 
should be administered by state officers, and the proceeds or dinar ily dis- 
tributed to the towns or counties. 

(4) It is assumed that if there is an individual income tax, individual 
forest incomes will be treated exactly like other incomes. 1 

Such a combination tax would still leave the timberland owner under 
the disadvantage of paying taxes on the bare land value during the 
growth of the timber, but this disadvantage was regarded by the com- 
mittee as inevitable. The local public treasuries would to that extent 
be regularly supplied with funds. The owner of the timber would be 
relieved from the advance payments of property taxes based on the 
market value of the growing timber. In case of loss of the growth before 
cutting there would be no loss of taxes. The exemption of forests 
should apply only to growing timber. 

The simplest procedure would be to classify permanently as forest 
land all such land as was best adapted to the growing of timber, then 
subject it to a bare-land-value property tax, with the yield tax payable 
when the timber was cut. This is the system employed in Michigan 
where the Economic Soil Survey Bureau has made or is making a 
permanent classification. 2 Once classified, the land remains “timber 
land” unless the classification is changed for good reason by the state 
tax commission. 3 

The revenue from a yield tax alone would probably be irregular. 
Therefore, no local district, if any appreciable part of its revenue was 
derived from timber property, could accept such a feast-or-famine pro- 
gram. The irregular nature of the revenue could be remedied by en- 
larging the tax district, or the revenue from the yield tax in the entire 
state might go into a state fund, to be divided among the local tax 
districts. Under this arrangement each local district would receive its 
share of the total collections regardless of whether little or much of the 
yield tax was collected locally. The receipts would be spread more 
evenly over the period. Another reason for central administration is 

x Ibid ., p. 134. 

9 Such is also the system recommended for West Virginia in Professor R. G. 
Blakey*s Report on Taxation in West Virginia , rpjo, pp. 391-410. 

3 Barnes, op, cit , 9 p. 148. 
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that state officers would in any case be required to establish standards 
and prevent abuses in the classification of forest lands. Representatives 
of the state forester could periodically inspect the areas, in order to in- 
sure uniformity of administration. 

At the time of the adoption of the yield tax there would be some 
timber on which the property tax had been paid for a number of years. 
To the extent that the property tax had been paid, it would be unfair to 
impose the full yield tax. Thus a 15 per cent yield tax imposed on tim- 
ber on which a property tax had been paid for 60 years would be unfair 
as compared with a yield tax of the same amount on timber property 
that had enjoyed exemption for nearly the full period of its growth. 
Excessive taxation could be avoided by graduating the yield tax on 
the basis of the time elapsed since the initiation of the exemption from 
the property tax. A similar problem would arise in case the yield tax 
should be abolished, and the property tax reimposed. 

IV. MINERAL PROPERTY 

In some respects, the taxation of wasting assets, of which minerals 
and mining property are the chief items, is similar to the taxation of 
growing assets. In both cases there is an inert, immobile mass of mate- 
rial waiting and ripening for exploitation, which is taxed year after 
year. Hie principal problems in taxing minerals and mining property 
under the uniformity rule arise from the difficulty of securing an ac- 
curate valuation. Unlike growing assets, wasting assets, once removed 
are irreplaceable. They are limited, although the limits are not al- 
ways known, but the most significant characteristic is the uncertainty 
connected with both the quantity and the quality as well as the value 
of the deposits. 

A. VALUATION FACTORS AND ASSESSMENT PROBLEMS 

The valuation of ore reserves depends upon several factors, most of 
which are unknown to the local assessor, and which, at best, can be 
known to the expert only within rough approximations. First, is the 
extent of the deposits, which the local assessor who inspects the sur- 
face or the excavations of a- mine cannot discover. Second, the value 
of the annual output depends upon the grade of the deposit, the ac- 
cessibility to market, and other factors not accurately known. In the 



TAXATION OF CAPITAL AND LAND 


2 35 


third place, there is the rate at which the particular rain* to be valued 
can be exploited. That question is not confined to the physical or 
engineering aspect of actually removing the deposits; market factors 
must also be reckoned. A fourth factor of uncertainty is the prospective 
lowering of the margin of “exploitability.” In the fifth place, in order 
to obtain the present value, there is to be considered the rate of interest 
at which the value of the reserves shall be discounted. Finally, there is 
the tax to be paid annually so long as the mine continues in operation 
and the reserves are not fully exploited. 

The tendency of exploitable deposits to occur in great concentration 
makes the property tax on minerals ill-adapted to supply the regular 
needs of local treasuries. At certain times, especially while the reserves 
are large and valuable, the local treasuries may be too abundantly sup- 
plied. At other times, especially when the reserves are vanishing or 
nearly exhausted, and the value, therefore, low, the tax revenue will 
be low, even though the public functions have not measurably de- 
creased. It does not follow, moreover, because extensive mining ac- 
tivities are carried on, that the deposits are valuable. In many cases 
the deposits may be of such low grade that their exploitation yields 
little more than the necessary operating costs ; in such a case a property 
tax on the deposits can yield little revenue no matter how extensive the 
deposits may be. 

Mining property has probably, on the wholt, been valued too low 
and has paid too little in taxes relative to other property. Various 
methods have been used in taxing such property. The states have 
abandoned the principles of the general property tax rather more fre- 
quently for mining property than for other kinds of property ; to such 
taxes, other than on property, only passing attention can be given . 1 

B. EXPERT ASSESSMENTS 

Where the general property tax applies to mineral property, the 
assessment is of pivotal importance. For reasons already shown, the 
local assessor has done this work even worse than with property in 
general. The assessments have been largely guesswork. However, in 
Minnesota, Wisconsin, Michigan, and certain other states, so-called 

1 Cf. L. E. Young, J fine Taxation in ike United States , although this work is 
already obsolete in part. Also, last section of this chapter. 
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“scientific” assessments have teen made by some central authority, 
usually the tax commission. It consists in obtaining, through tests and 
measurements, the most accurate data as to the quantity, quality, and 
value of deposits, the expected rate of exhaustion, and the proper re- 
turn on investments in particular enterprises. The assessed value is 
the capitalized value of the anticipated returns thus determined. 

In Minnesota the tax commission was early assigned the work of 
supervising the assessment of mineral property. In 1911 the commis- 
sion was authorized to utilize the staff of the State School of Mines for 
the purpose of valuing mineral deposits. The effect of expert knowledge 
on assessments was remarkable, as is indicated by the fact that the 
assessed value of mineral property rose from $64,486,409 in 1906 to 
$259,418,277 in 1912, while the assessed value of all real property, in- 
cluding mineral, rose during this period from $751,887,611 to $1,150,- 
393,544. In 1906 the assessed value of mineral property amounted to 
8.57 per cent of all real property, while in 1912 the corresponding per- 
centage was 22.55. 1 To some extent this has probably meant relative 
overassessment of mining property, since the commission did not have 
equally effective control of the assessment in general. 

Iron mines in Minnesota are especially adapted to the analytic meth- 
od of valuation. Deposits occur in fairly regular and continuous bodies, 
and the ore is throughout of fairly uniform character. In mines, in 
which these conditions do not obtain, the analytic method may be 
technically impossible, or inordinately expensive. 

Under somewhat similar conditions a like system in Michigan 
yielded equally satisfactory results. Thus “the assessed valuation of 
the iron ore properties was increased pursuant to the appraisal of J. R. 
Finlay in 1911 from $27,000,000 to $85,000,000; and the 1921 assess- 
ment, in spite of the ten years’ depletion, reached the goodly total of 
$ii7,ooo,ooo.” 2 The reports indicate that the results of centr aliz ed 
assessment have teen similarly successful in Arizona and Utah. 3 

1 Report of Tax Commission , 1912 , p. 100. For a detailed description of this meth- 
od of assessment, cf. the annual reports. 

* George Vaughan, “Taxation of Natural Resources,” Proceedings , XV (1922), 
432. 

3 Peterson, “Appraisement and Assessment of Coal Land,” Proceedings , XHL 
(1920), 399 - 405 . 
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The improvement in assessment methods employed for valuing 
mining properties benefits the local treasuries through the augmented 
revenue derived from an enlarged tax base. While the mining com- 
panies pay more in taxes, they too benefit from the fact that tax obliga- 
tions are more definite and uniform among the various comp ani es. 
They are relieved from the necessity of going into politics to protect 
their interests and are precluded from employing this course to secure 
unwarranted favors. The results in Michigan are indicated by the fact 
that the mine owners did not appear often at the hearings on the 
valuations “because they felt that their interests were safe with the 
tax commission, on a system with which they were familiar. The gen- 
eral property owner felt the same way, and as a result there was politi- 
cal peace throughout the iron mining districts of Michigan.” 1 

It appears that greater progress has been made in appraising metal- 
liferous mines than coal and oil properties. Oil wells are particularly dif- 
ficult to appraise because both the rate and duration of the flow are 
uncertain. Little progress appears to have been made in the scientific 
assessment of oil properties. Some crude device of assigning to a well 
a valuation in terms of a fixed sum, say $500 per barrel of daily pro- 
duction has been in use. 3 The Kansas Tax Code Commission, in com- 
menting upon this method and upon its failure to conform to the re- 
quirements of the tax law, states that: 

We find no warrant of authority in the law as it now stands for the appli- 
cation of any such arbitrary method of arriving at the valuation of oil and 
gas properties. The mere fact that the assessing officers of the state have 
resorted to this extra-legal method of determining the assessable value of 
these kinds of properties argues well the proposition that the local assessors, 
due to lack of technical training, are wholly incapable of fairly valuing the 
properties in accordance with the method prescribed by the statute.* 

The commission then recommended a severance tax of 2 per cent of the 
gross value of gas and oil produced, in lieu of the existing property tax, 
and the allocation of a part of the proceeds to the local districts by 
way of reimbursement for loss in revenue due to the abandonment of 

1 Orlando F. Barnes, Proceedings , XDI (1920), 424, 425. 

2 Such is the method in use at present in Kansas. Cf . Report of Tax Code Commis- 
sion, IQ2Q, p. 40. 

* Ibid., p. 40. 
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the property tax. The constitutional amendment of 1924 had author- 
ized the classification of “mineral property” as well as intangibles. 
Otherwise such a severance tax would probably not have been consti- 
tutional. 

R. G. Blakey, after an extensive investigation of the assessment of 
coal properties in West Virginia, found considerable inequality. 1 Thus, 
in nine counties studied, the real estate assessments varied from 50.3 
per cent to 130 per cent of the appraiser's figures, and the improvements 
and personal property from 26.4 per cent to 64.9 per cent. The reason 
was the absence of a sufficiently “clear-cut policy.” 

If tangible property were required to be listed carefully and if in addition 
the State Tax Commissioner had inspections of properties made, from time 
to time, and independent physical appraisals made by m i nin g engineers 
working from his office to compare such appraisals with the returns made to 
him by the companies, the task of assessing coal mining properties would be 
simplified, and put on an equitable basis in the various counties, provided 
that the county assessors and boards of equalization followed the instruc- 
tion of the State Tax Commission It is believed that if a series of con- 

ferences were held throughout the state between representatives of the coal 
operators, assessors and State Tax Commission, a policy in assessment meth- 
ods might be established that would be reasonably satisfactory and equi- 
table to every one. a 

C. SEVERANCE AND OTHER SPECIAL TAXES 

Certain taxes, while maintaining the principle of property taxation, 
have assumed a different form. One type is based upon the output of 
the mine; this may be called a tonnage tax. Another resembling the 
gross receipts tax on the railroads in Minnesota and California is based 
upon gross earnings. Still another, now less frequently used, is based 
upon the net receipts of the mining enterprise. The distinguishing fea- 
ture which entitles them to consideration here is that they take the 
place of property taxes upon mineral property. 

Tonnage taxes, in lieu of all other property taxes, are not common. 
From 1878 to 1897 it was optional with mining companies in Minnesota 
to commute the property taxes on their mineral property into a tonnage 
tax of one cent per ton of ore mined. That law was repealed, as it was 

1 Blakey, op. cit., pp. 58-106. a jfcd. 3 pp. 100 , 101. 
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believed to be unconstitutional under the uniformity rule then effec- 
tive. Since its repeal, repeated but unsuccessful attempts have been 
made to introduce it either in lieu of or in addition to the property tax. 
Each time the bill was either defeated in the legislature or vetoed by 
the governor. It was probably favored by the majority of the people 
as a device for appropriating a larger share of the “heritage” element in 
the mineral deposits for the state. The goal thus sought appears now to 
have been better achieved through the so-called occupation and royal- 
ties taxes, which are imposed in addition to property taxes. 

Administratively, the tonnage tax would be simple, but it would 
have no relation to the value of the ore, which varies greatly from one 
mine to another. If the ore were classified and different rates imposed 
on each class, the simplicity of the tax would disappear. If it were im- 
posed in lieu of all other property taxes, it would be necessary to ap- 
portion the revenue or a part of it to the local treasuries, which in 
many cases depend upon the property tax on mineral property for 
most of their revenue. 

In some states, particularly those of the Rocky Mountain region, 
there are taxes on the value of the output in lieu of other ad valorem 
taxes on the deposits. It is usually required that the mining companies 
pay a property tax on their real estate improvements, such as is paid 
upon other property. In Oklahoma, all mining and oil companies, ex- 
cept coal companies, which are otherwise taxed, pay a fixed rate of 
3 per cent of the actual cash value of their output. This has been held 
to be a property tax, measured by the value of the output. 1 The courts 
here follow the same line of reasoning as that used to justify the gross 
earnings tax on railroads in Minnesota and California. The tax must 
be in lieu of all other property taxes. In South Carolina the rate varies 
with the rate on other property . Wisconsin and Wyoming also make 
use of such a tax. 

In 1929 Michigan adopted a specific tax, to be known as the sever- 
ance tax, upon corporations producing oil and gas. The rate is 2 per 
cent of the gross cash market value of the total production, as com- 
puted directly after severance. The tax is in lieu of all other taxes 
state and local, on oil or gas as property. 

In favor of the gross earnings tax, it is argued that it is easy to ad- 

1 In re Skelton Lead and Zinc Co., 197 Pac. 495. 
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minister; that it is economical, since no appraisal is necessary — a 
weighty argument in some types of mining; that tax-dodging is diffi- 
cult since the value of the output is readily obtainable; that mines are 
taxed when they are producing — a matter of convenience to the tax- 
payer; that it can be graduated according to the quality of the mines 
and the burden adjusted to the capacity to pay, which varies widely 
between the good and the poor mines; and that taxes are collected 
during the entire period of production, and do not dwindle down on the 
approach of the exhaustion of the deposits — as would be true in case of 
an expectation-value tax. On the other hand, it is objected that the 
revenue from the gross earnings tax is uncertain, and may vary widely 
from year to year; that there is generally no discrimination among 
mines as to their ability to pay; that gross value of output is not ordi- 
narily a satisfactory measure of the value of property; that the present 
value of future earnings is not taxed; that unproductive lands or mines 
are not taxed, and thereby delay and speculation are encouraged; 
and that unprofitable mines that are productive, as well as those that 
are being developed, are taxed unfairly. 

In certain states, chiefly of the Rocky Mountain region, net earnings 
instead of gross earnings, have been taxed. In these cases there is also 
a tax on improvements. The net earnings tax is a property tax, for the 
annual net earnings are arbitrarily taken as the capital value of the 
property to which the local property tax rates are applied. Idaho, 
Montana , 1 Nevada, and New Mexico, with minor differences, use or 
have used this tax. 

The net earnings tax is simple to administer, since no appraisal is 
required; and it is more convenient for the operator to pay than the 
gross receipts tax, as no tax is due unless actual net earnings are real- 
ized. On the other hand, it is difficult to determine net earnings. De- 
pletion and depreciation are difficult to measure. Equally difficult to 
deal with is the appreciation that results from higher prices for miner- 
als, new discoveries, and improvements in the mining process. Proba- 
bly worst of all is the problem of distributing the revenue from the tax. 
Such a tax must be centrally administered if it is to be at all effective; 

1 See Louis Levine, Taxation of Mines in Montana , for a demonstration of the 
inequalities of this tax, and the movement for reform. Though the treatise is nearly 
ten years old, no great improvement has been made. 
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local treasuries must not be deprived of the right to tax this property; 
or, if the state takes the proceeds from the tax, the localities must in 
some way be compensated. Moreover, as there are violent fluctuations 
in the net earnings, there would be years in which the net earnings tax 
would be productive of almost no revenue. 

Among the taxes imposed in addition to the property tax are the so- 
called occupation and royalties taxes in Minnesota. The occupation 
tax was adopted in 1921, and was ratified under an amendment to the 
constitution in 1922. The rate is 6 per cent of the net value of all ores 
min ed. Since royalties to mine owners were deductible items, a similar 
tax on royalties was enacted in 1923. 1 One significant fact about these 
laws is that they exemplify the power of the state to levy such taxes 
on the net value of the entire output, not that part only which is 
destined for intrastate use. The mining of iron ore is a business sepa- 
rate and distinct from the shipment and sale of such ore, and under the 
federal Constitution it may be separately taxed. The courts held 3 that 
it is the privilege of mining the ore that is taxed, not the interstate sale 
and shipment. 

In P enns ylvania there was 3 a similar tax on the m i n in g of anthracite 
coal. Like the Minnesota occupation tax, it was a successful attempt 
to appropriate for the public treasury a part of the natural resources of 
the state. In both cases the tax will be borne partly by consumers out- 
side of the state imposing the tax, owing to the relatively effective 
monopoly of the taxed commodity in the taxing state. The Pennsyl- 
vania tax, too, is an excise tax upon the privilege of severing natural 
resources. 4 This tax is also significant because of the extent to which 
the principle of classification is carried, anthracite coal only, and not 
bituminous coal, being subject to the tax. It would seem that, since 
the tax is an excise tax, it would be legally valid in any state, even in 
the presence of the unif ormity clause, provided the power to levy 
excise taxes is not withheld in the fundamental law of the state. The 

* Report of the Tax Commission , 1928 , chaps, ix and x. Since 1923 the occupation 
tax has yielded less than $3,000,000, and the royalty tax less than $1,000,000, an- 
nually. 

3 Oliver Iron Mining Company v. Lord, 262, U.S. 172. 

3 By law of 1929 this tax is abandoned, May 31, 1931. 

4 Eeisler v. Thomas Colliery Co., 260 U.S. 245. 
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anthracite tax was for state use, but was not in lieu of local property 
taxes. 

In Louisiana a severance tax is specifically required by the state 
constitution. 1 The several kinds of natural resources may be classified; 
and the rate of the tax may vary for different classes, and may be 
“predicated” either upon the quantity or the value of the product at 
the time and place of severance. On gas and oil products the tax is 
3 per cent of the gross value; on all other resources, 2 per cent. This 
tax also was held to be an excise tax. 2 It may be levied on all natural 
resources severed in the state, but not upon any competing products 
imported. This is in lieu of property taxes on leases or rights and on the 
mineral deposits. 

The modifications that have been made in the general property tax 
as applied to appreciating and depreciating properties have not been 
numerous or extensive. Only a few states adapt their property tax to 
forest property. There have been more adaptations, in form and princi- 
ple, in the taxation of mineral property. But the general property tax 
is being attacked in its strongest part, namely, real property. Perhaps 
it will be a long time before the property tax on land becomes differenti- 
ated to the same extent as European land taxes; but the same influ- 
ence, that broke up the general property tax into its constituent parts 
there, is at work here. 

1 Art. x, sec. 21. 

* Gulf Refining Company v. McFarland , 97 So. 433. 



CHAPTER X 


SEGREGATION AND SEPARATION OF REVENUE 
SOURCES 

Segregation and separation have in some quarters been hailed as a 
major remedy for the ills of the general property tax. The modifica- 
tions of principle of the general property tax, involved in the practice 
of segregation, are relatively slight. However, the experience with 
segregation offers some instructive lessons in property taxation. Segre- 
gation is, moreover, used in connection with classification of property, 
or is perhaps itself a species of classification, and may, therefore, fit- 
tingly be used to complete the picture of the theory and practices of 
property taxation. 

The so-called segregation of sources consists in withdrawing certain 
property, not necessarily merely from local assessment, but also from 
local taxation. As a compensation for revenue thus lost to the local 
units, the state refrains from taxing general property, or reduces the 
rate thereon, making possible, without extra burden on the property, a 
higher local rate upon the reduced local base. 

Two terms, “separation” and “segregation” of sources, are often 
used interchangeably. 

Pure separation occurs where different taxes axe used by the state and the 
localities, although these taxes may be derived from the same source. The 
California method of reserving corporate property for the state and assigning 
the property of natural persons to the local divisions is segregation; whereas a 
system employing the general property tax for local purposes and an income 
tax for state purposes would be pure separation. 1 

I. EXTENT OE SEGREGATION AND SEPARATION 

To some extent, there has always been separation of revenue sources, 
for no state was ever entirely dependent upon property taxes. 

1 Mabel Newcomer, Separation of State and Local Revenues t p. 12. This distinc- 
tion appears to have been originated by Professor Plehn. OF. Proceedings , 1915, 
pp. 58 ff. Dr. Newcomer's treatise has been heavily relied upon in this chapter. 
< 5 . also R. T. Ely, Taxation in American States and Cities . 
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During the colonial period and in the early history of the states the gen- 
eral property tax was, outside of New England, chiefly a local tax Be- 

fore the Revolution, the import duties formed an important source of rev- 
enue, and later, when these were taken from the states, large revenues were 
obtained from licenses, lotteries, state investments, and the sale of public 
lands. Separation, partial or complete, existed in most of the states until 
nearly 1850. 1 

The system existing in early Illinois 3 is probably a fair example. 

The separation thus existing was not, however, adopted consciously as a 
desirable fiscal principle. The property tax ... . was unpopular in many of 
the states, and for the most part there was no difficulty in obtaining sufficient 

revenues without it Separation was abandoned unconsciously, as it 

had been employed unconsciously. It was not even thought of, apparently, 
as a definite fiscal principle. In the attempt to meet growing expenditures 
the state tax on property was rapidly developed, and during the third quarter 
of the nineteenth century it became practically universal .3 

Such revival of separation as has developed since about 1875 has 
usually been without conscious purpose. Corporations became numer- 
ous, and the corporate excess, franchise value, and other credits es- 
caped property taxation as originally administered. Certain taxes could 
be administered best, or only, under central control; the state appropri- 
ated such taxes for its own use. Separation thus developed as a con- 
tinuous process of adjustment of the tax system to changing condi- 
tions. Table 54 shows the taxes of all kinds levied in New York state 
during the fiscal year ended June 30, 1928. As will be seen, the state 
made relatively little use of property taxes. During the following year 
the state revenue from that source was, in fact, reduced to $13,500,000, 
and for 1930 and thereafter it is expected that the general property tax 
will be left for the exclusive use of the local divisions. Evidently segre- 
gation is not a principal aim in New York. For a sum much greater 
than the $20,911,455 collected for state purposes in 1928 was shared by 
the state with the localities. 4 

* Newcomer, op. tit '., pp. 26-28. 

3 Cf . Chap, n, supra, and Haig, History of the General Property Tax in Illinois , 
especially pp. 1-92. 

3 Newcomer, op. tit ., pp. 26-28. 

4 Thus the revenue from the personal income tax was divided equally between 
state and localities. A part of the corporate income tax, the franchise on b usiness 
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California is the only state in which segregation has been effectively 
pursued as a conscious policy. Table 55 shows many interesting facts 
in connection with this policy; the most significant fact is the abandon- 


TABLE 54 

Tax System of New York, as of September i, 1929, Showing 
Collections for Fiscal Yeas Ended June 30, 1928* 


Name of Tax 

Collections 

For the State 

For the Localities 

General property 

$ 20,911,455 
3,156,230 
438.258 

6,564,720 

7,093,867 

4,558,634 

29,770,719 

$696,044,887 

Corporation organization i 

License, foreign corporations 


Franchise, domestic and foreign corporations 

Franchise, insurance corporations 



Francois*, savings hanks 


Franchise, business corporations 

14,885,360 

4,108,798 

Franchise, banks and fin an rial corporations 

Franchises, additional and miscellaneous 

7,188,540 

Income, national banks 

2,694,318 

31,802,807 

Personal income 

31,802,807 

35,566,274 

6,093,214 

22,245,125 

288,567 

24,935,530 

Estate and transfers 

Mortgage recording 

6,093,214 

Stock transfers 

License, real estate brokers and salesmen 

288,567 

9, 529,969 

Motor vehicle registration and licenses 

Motor fuel (2 cents per gallon) f 

Foreign insurance corporations 

1,512,468 

11,185 

16,542 


Shellfish grounds 


License, billiard and pocket billiard rooms 

Total 

16, 543 

$202,154,135 

*765,463,463 



* Based upon table in_paper presented at the Twenty-second National Tax Conference (1929) by 
Mr. Luther Gulick. “The Tax System of New York as Viewed by the Student and Research Investiga- 

... )) m. AO O-r Cf .Iba n T T’/AJh Mmb Vmt T#r Svat*m sa hv flw Tm. 


contain an enormous amount of information. 

t This tax was new. There were no collections under it during the fis c a l year covered in the table. 


corporations, is also thus allocated. There are other taxes which the state has shared 
with the localities which it could have retained had segregation been a matter of 
compelling force. The state levy on property, however, was abandoned in 1930. 
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ment after 1911 of the use of the general property tax for state pur- 
poses. For the year 1910-11, of the total state revenue of $11,977,000, 
the sum of $8,379,000, or nearly 70 per cent was derived from the gen- 


TABLE 55 

Amounts and Sources of Tax Revenue Collected in California by the 
State for State and Local Purposes, and Local Taxes 
Locally Collected, Specified Years* 

(In Thousands of Dollars) 


Taxes 


Collected by the state: 

For state" purposes : 

Corporation taxes 

Automobile taxes (state’s share) . . . 
General property tax 


$ 


1910-11 


41 

8,379 


1920-21 


22,269 

4,355 

8 


$ 


1927-28 


45,334 

22,245 


Poll tax 

Inheritance tax 

Corporation license tax 

Corporation organization tax 

Revenue from self-supporting agen- 
cies 

Total state purposes 

For local purposes: 

Automobile taxes (local share) 

Railroad property Qocal share) 


739 

1 


1,057 

6,80s 

10,968 

872 

937 

24 

280 

273 

432 

159 

563 

1,110 

n,977 

3S,2ix 

80,113 

1,786 

2,426 

13,867 


Total local purposes 


1,786 


2,426 


13,867 


Total collected by state. 
Locally collected local taxes f 


Total all taxes 


13,763 

S3,5oo 

67,263 


37,637 

154,400 

192,037 


93,98o 

276,500 

370,480 


* From Final Report of the California Tax Commission, igeg , pp. 22-31. For details, which are in- 
teresting and numerous, the report itself should be consulted. 

_ t Collections, except for 1927-28* which are levies and, therefore, excessive to the extent of taxes 
levied but not collected. 


eral property tax. Since then, other taxes, notably the inh eritance tax 
and taxes on automobiles, have increased in productiveness; but the 
gross receipts and franchise taxes on corporations have yielded the 
bulk of the revenue that would otherwise have had to be raised from 
taxes on general property. The nature of these taxes will be described 
more fully in the following section. 
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Tables 54 and 55, showing the various sources of state revenue in 
New York and California which have made segregation of revenue 
sources possible in these two states, do not, of course, reflect the status 
of segregation in the remaining forty-six states. California is the only 
state in which segregation was attained purposely, by means of a 
major shift in the form of taxation. Elsewhere, the states have become 
increasingly independent of the general property tax, 1 through the 
development of new sources of revenue. These sources of revenue are 
indicated in Tables 54 and 55, except that in West Virginia a general 
sales tax has been used to yield appreciable revenue; specific sales 
taxes have contributed some revenue in a few states; the revenue from 
low-rate taxes on intangibles has also been assigned to state use, nota- 
bly in Virginia, Pennsylvania, and Kentucky; and finally, severance 
taxes have been assigned to the state treasury in a few states, notably 
Oklahoma. But at the present time only California, North Carolina, 
New York, Pennsylvania, and Virginia are doing without levies on 
general property for state purposes. Others, among them New Jersey 
and Delaware, have been, but are not now, independent of state prop- 
erty taxes. 

H. EFFECTS OF SEGREGATION 

Whether segregation of sources is desirable depends upon the rela- 
tive importance of objects sought, and upon the alternative methods 
available for gaining these objects. The local tax base shrinks as 
property is withdrawn. If the result is to deprive the local district of 
needed revenue, segregation is to that extent undesirable. 2 On the 
other hand, in some districts an enormous concentration of property 
has resulted largely from accidental circumstances. It is not difficult 
to establish the claim of the state as a whole to a larger share of the 
tax from such property than it will derive under the general property 
tax; and if segregation achieves a better distribution of the tax base, 
this is desirable. 

A. READJUSTMENT OF THE TAX BASE 

The redistribution of the tax base resulting from segregation in- 
volves a modification of the general property tax. Acceptance of that 

1 Cf . chap, i, supra . 

2 Such appears to have been the result in Kentucky, where intangibles were seg- 
regated. Cf. Report of Efficiency Commission, IQ24, pp. 21 ff. Cf. also in California, 
Final Report of 1928 Tax Commission , pp. 42 ~ 7 2 - 
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tax as the sole or principal local source of revenue involves the un- 
warranted assumption that the property in each local division pro- 
vides an adequate tax base. The quantity and quality of schools, roads, 
and the like, are largely standardized by independent factors, such as 
custom, general level of wealth, and legislation. In so far as the ex- 
penditure required is thus fixed, the tax rate is the elastic element, as 
is seen from the great variety of tax rates for, say, school purposes, in 
tax districts that are, in general, similar. Thus, in 1922, for 421 Kansas 
cities of the third class the lowest school tax rate was 1.6 mills, the 


TABLE 56 

Tax Rates for School and City Purposes of 
Third-Class Cities in Kansas, 1922* 


Tax Rates 

Number or Cities 

Having Specified 
School Tax Rate 

Having Specified 
City Tax Rate 

5 mills or less 

19 

104 

5.1-10 mills 

125 

175 

10.1-15 mills 

182 

86 

15. 1-20 mills 

79 

44 

20.1-24 mills 

12 

7 

25 mills and over 

4 

8 


* Kansas Municipalities, Tax Rate Number, April, 1923, pp. 
23-29. Some cities failed to report fully, hence the discrepancy in 
the number of reports. 


highest 44.5 mills. The actual distribution is shown in Table $6. 
Similarly, the lowest rate for city purposes was i.o mill, the highest 
39.5 mills. A part of the variation in rates is due to special projects, 
emergencies, and varying degrees of undervaluation. But a large part 
is due to variations in the actual value of the taxable property in each 
district. The revenue needed, and consequently the tax rate, cannot be 
so adjusted as to be proportional to the valuation, as between taring 
districts. 

To a large extent the tax rate must be reflected in the valuation. 
Property is exchanged subject to all known and anticipated charges 
against it; taxes, though they cannot be forecast accurately, influence 
the price of property. Property in a district with high tax rates, par- 
ticularly if the tax valuation be also at a high percentage of the true 
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value, will exchange at a lower price than if the rate and the value ratio 
are both low. If any circumstance reduces the tax base, the amount of 
revenue being largely determined independently, the tax rate must be 
high. The high tax in turn is largely capitalized, causing the tax base to 
shrink, thus necessitating further increase in the tax rate. Conversely, 
whatever circumstance increases the ratio of the tax base to the popula- 
tion tends toward a progressively diminishing tax rate. The spiral of 
causation operates, of course, with diminishing force, being subject to 
various checks. 

If in any tax district property values are concentrated, the unde- 
sirable effects can be cured by withdrawing the locally concentrated 
property from local taxation. This was evidently in the minds of the 
advocates of the California scheme of segregation. 

One county, San Bernardino, sitting at the southeast gateway, itself a 
vast domain some two hundred miles long and one hundred and twenty miles 
wide, gathered the taxes on seven hundred miles of railways, while San 
Francisco county had but twelve miles to tax. The former county, sparsely 
populated, furnished little traffic, but gathered revenues enough from the 
taxation of the railroads to nearly support its local government without 
other taxes. It seemed more equitable that the taxes on the railroads should 
go to the state at large. Again, the mountains — the high Sierras — afford 
many great sources of water power, and enormous power plants have been 
built there from which the power is distributed over hundreds of miles of 
wire and sold far away from the spot of its creation. It seemed inequitable 
that the sparsely populated mountain counties, where alone there was any 
considerable amount of property to tax, should have the cream of the rev- 
enues to be derived from this source. These are but a few examples from 
among the many that might be cited to show why separation was necessary 
in California. 1 

The same argument might be used with respect to other states where 
great local concentration of property obtains. One theory on which the 
state claims the tax revenue is that this revenue should go to those who 
create the value. Thinl y populated counties furnish little traffic and 
create but little value. Densely populated regions furnish much traffic 
and contribute largely to the creation of the value of railroad property. 
This theory applies also to such railroad property as tracks, right-of- 

1 C. C. Plehn, “Tax Reform in California,” Proceedings , 1911, pp. 116, 117. 
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way, and rolling stock. It is less applicable to certain other kinds, such 
as shops and freight houses. 

If segregation can thus be made to cure defects in the general prop- 
erty used as a tax base, it may, on occasion, create defects of the same 
kind, especially with property that involves the employment locally of 
much labor, such as in terminals, shops, and round-houses. Such prop- 
erty brings increased population and pro tanto, increased public func- 
tions and growing public expenditures. In such circumstances, the 
traffic arising in the local area does not to any appreciable extent give 
value to the property; but the local area incurs increased public expend- 
itures, although it cannot tax the property whose presence gives rise to 
them. Hence, it has been sought to have the tax revenue of such prop- 
erty assigned for local use. 

This is all the more necessary in Minnesota and California, where 
the gross earnings tax is regarded as a property tax measured by gross 
earnings. The courts have held that only on this theory can the tax 
be based upon the entire gross earnings. For, if the tax be regarded as 
an excise tax based upon gross receipts, then, if the amount raised is 
substantial, it becomes an unconstitutional restriction upon interstate 
commerce. The gross earnings tax is a property tax only when there is 
no other tax on the property. Hence no local property tax could be 
tolerated. 

The California constitution 1 states that such taxes shall be in lieu 
of all other taxes and licenses, state, county, and municipal, upon the 
property listed above. This has been held to mean that, for example, 
gas and electric companies cannot be required to pay either personal 
property taxes or license registration taxes upon a fleet of motor vehi- 
cles used exclusively in the business of the companies. 3 Likewise, the 
insurance companies paying the 2.6 per cent gross premiums tax are re- 
lieved from any license or occupation tax upon their agents for doing 
business as such in any local division. 3 While the miscellaneous taxes 
from which enterprises paying gross earnings taxes are exempt are 
seldom of first magnitude as revenue producers, their loss may be im- 
portant. 

1 Art xiu, sec. 14. 

3 Pacific Gas and Electric Company v. Roberts , 168 Cal 420. 

3 Hughes v. City of Los Angeles , 168 Cal 764. 



REVENUE SOURCES 


251 

These sweeping exemptions in California can be tempered only by 
constitutional amendment. Probably they are not all necessary under 
the federal Constitution. In Minnesota, railroad companies were re- 
quired to pay special assessments upon property benefited from such 
improvements as may be financed in this manner. 1 If the centrally 
taxed corporations must pay special assessments, it is reasonable to 
believe that they might also, as far as the federal Constitution goes, be 
required to pay to the local divisions license and other taxes, except 
property taxes, as do other corporations and individuals. 


TABLE 57 

Per Capita Valuation, Tax Rates, and per Capita Levies 
in Four Selected Cities in Minnesota, 1922* 


City 

Per 

Capita 

City or Village 

School District 

City, Village, am> 
School Districts 

Taxable 

Value 

Tax Rate 
(Mills) 

Levy per 
Capita 

Tax Rate 
(Mills) 

Levy per 
Capita 

Tax Rate 
(Mills) 

Levy per 
Capita 

Average 
for state . 

$ 75 ° 

29.64 

$22.23 

24-57 

$18.40 

54.21 

$40.65 

Two Harbors. 

199 

36.00 

7.18 

47.19 

9. 41 

83.19 

16.59 

Proctor 

201 

19.30 

389 

53-70 

10.82 

73.00 

14.71 

Staples 

215 

45 - 9 ° 

9.89 

62.60 

1349 

108.50 

23 38 

Bramerd 

3 I3C 

25 - 3 ° 

7.86 

48.20 

14.97 

73 So 

22.83 


* Minnesota Municipalities , August, iqza, IV (November 4), 133. Based upon data compiled by the 

state tax com m is s ion. The per capita taxable value seems unreasonably low, and the tax rates exorbi- 

4. I*'* A I A Imw -Tma mIaw/iI i» ihikiiibui anf i J iltA 

different classes of property, for the details°afwhich see chap, xvii, infra. 

Even if the gross earnings tax were to be in lieu of local property 
taxes only, there would still be need for adjustments of revenue to 
local needs. This is shown by Table 57, indicating the per capita tax- 
able valuations, the tax rate in mills, and the revenue per capita, in 
four selected cities of Minnesota. In these cities large valuations of 
terminal and divisional railroad property have been withdrawn from 
local taxation; to this fact their unfortunate situation is ascribed. The 
average per capita taxable value for the state is $750, while in each of 
these cities the amount is much less, in no case being as much as one- 
half the average. Consequently either the rates are exorbitantly high 
or the revenue per capita unusually low or both. A way out is sug- 
1 General Statutes, 19x3, sec. 2092. 
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gested, which reconciles the two theories of (i) the distribution of 
revenue according to creation of the values and (2) the distribution ac- 
cording to the needs of the public service: 

We had in Minnesota, December 31, 1922, railroad property valued at 
$530,343,716.28. The value of all railroad property in Minnesota exclusive of 
rolling stock, main tracks, bridges, and trestles supporting same, is $182,- 
896,005.91 (34.5 per cent), which represents the property that brings the 
people into a community. This is the property that puts the added financial 
burden on the c ommuni ty in the way of schools and city or village govern- 
ment, that should be returning something to the support of schools and city 
or village government. The railroads paid to the state $7,681,809.33 in 
taxes. Why should not 34.5 per cent of that $7,681,809.33 which is $2,650,- 
224.22, be returned to the communities in which the property is located and 
upon whom this added financial burden falls because of this railroad prop- 
erty? 1 

The remaining revenue representing that drawn from the value 
whose creation must be sought on a wider basis would go to the state. 
The solution is at least plausible. It corresponds to the New England 
practice of returning to the towns, on various bases, a part of the state 
revenue to compensate for local losses of the tax base. 

B. SEGREGATION AS A REMEDY FOR COMPETITIVE UNDERVALUATION 

It was hoped, in California particularly, that the lowering or aban- 
donment of the state property tax would result in reducing or removing 
the motive for competitive undervaluation in order to escape the local 
share of the state tax. The evils of the general property tax 

were just as bad in California as elsewhere, possibly worse. Inequalities in 
the assessment of property between different localities were gross; and, since 
the state performed many functions, its tax was heavy. When apportioned 
unequally, this heavy tax was a serious menace. ‘'Equalization” failed to 
equalize, and when attempted, led to intense bitterness and inter-county 
strife, threatening, only a short time ago, to lead to state division. 2 

Yet in California undervaluation continues. In the “first year the 
expected increase in the valuations has not been generally made. Most 
of the assessors held back, fearing that there might be a state tax on 
property generally The situation is, moreover, somewhat com- 

1 Minnesota Municipalities , IV, 132. 2 Plehn, op . cit. } pp. 115, 116. 
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plicated by the fact that at the same election the people voted a light 
tax for four years on the old principle. ,,I But this tax was so light as to 
be not regarded as a good reason for undervaluation, and it was ex- 
pected that a movement toward a higher and more unif orm assess- 
ment ratio would set in when the fear of a state property tax should 
have subsided. The California Tax Co mmiss ion of 1906 said: “It is 
indisputable that separation would abolish the chief incentive to and 
cause for undervaluations and remove the chief source of discrimina- 
tions. 552 In another place the same commission said: “The probability 
is, that in order to enjoy the advertising effect of a low tax rate the 
general inclination would be for the assessor to raise the valuation 
rather than to reduce it.” 3 In commenting upon these motives and the 
unfulfilled predictions based thereon, the 1928 Commission said: 

As will be shown in a later section of this report, eighteen years 1 experience 
under the system of separation shows that the withdrawal of the state direct 
levy has not brought about an improvement in the assessment of property. 
In fact, an examination of the situation indicates that conditions are worse 
than they were when the 1906 Commission drew its indictment. No ap- 
praisals comparable to those now made by the State Board of Equalization 
were available in 1906, but the Commission estimated the ratio at that time 
at 60 per cent. The 1928 ratio for real estate is 41.63 per cent. Moreover, in 
1928 the average county assessment rates varied from 25.75 cent to 53.79 
per cent. The ever present possibility of a state direct tax appears to have 
been a factor in holding county assessments down; for a sudden reduction in 
assessed values following a state levy would be difficult to explain. Differ- 
ences among the counties are of no importance in themselves, but low assess- 
ments encourage inequalities within the counties, and these remain a serious 
problem/ 

Forces other than separation of sources are operating much more 
strongly toward a more adequate assessment: 

To some extent in California and New York, particularly in the latter 
state, ratios of assessed to real value have been raised in the larger cities — 
notably New York City where the ratio is approximately one hundred per 
cent. Separation has encouraged this in a negative way by removing the 
state tax. In New York City at least, such an increase would not have been 
permitted had it not been confidently expected that the state tax would not 

1 Ibid-, p. 136. 3 Ibid . 

* Report, p. 79. 4 Final Report , ip2p, p. 45 - 
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again be imposed. But the real reason for the high ratios is that they have 
been necessitated by the tax and debt limits of these states. The cities have 
been forced to raise their assessments to this extent in order to obtain the 
necessary money to carry on their activities. In rural districts where ex- 
penditures are small there has been no indication of an effort to increase the 
assessment ratio. In California the latest estimate (1916) gives the average 
assessment ratio as 43 per cent. As earlier estimates were at 45 per cent there 
has apparently been no gain here. In New York, outside of a few large cities, 
the average ratio is about 70 per cent, as it was before separation. In Con- 
necticut ratios of assessments were first increased when the state direct tax 
was reimposed in 1910. In New Jersey where an actual increase has been 
realized it can be accounted for by better methods of administration. Sepa- 
ration cannot be credited with any important gains in this respect. 1 

The state owes to the counties and other local units the duty not 
only of equalization among the counties — which, after all, in view of 
the small amount taken by the state direct tax, is relatively unim- 
portant — but also among the units within each county, and among in- 
dividual taxpayers. Removal of the state direct tax weakens the in- 
centive of the state in the local equalization. It has been argued that 
“complete separation will abolish at once the expense, friction, and 
annoyance of the vain attempt to equalize between the different coun- 
ties.” 3 But, though not completely successful, the equalization is not 
“vain,” and to perform the duty of local equalization is well worth the 
expense. In the words of the California 1928 Commission: “Improve- 
ment in local assessments seems to come with increasing state super- 
vision, and not with separation. Wisconsin, with nearly half of the 
state revenues coming from the general property tax, probably has the 
best assessments of any state.”* 

Furthermore, segregation is not the only available method for re- 
moving the motive for undervaluation due to the apportionment of the 
state tax. The simple device of apportioning the state tax on the state 
valuation, leaving the local divisions free to use their own valuation for 
their own tax, as in Wisconsin and a few other states, achieves the 
same result. It can be attained without state equalization by the adop- 
tion of the Connecticut practice of apportioning the direct state tax 

1 Newcomer, op . cit., pp. 184-85. 

* Report of igo6, p. 81. 3 FiTtol Report , p. 45. 
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among the towns in proportion to the direct-tax revenue obtained by 
them, as averaged for three fiscal years. 1 This method of apportion- 
ment gives rise, however, to a form of territorial inequality. The pro- 
gressive district which spends freely or the one subject to emergency 
expenditures would be required to contribute disproportionately to the 
state treasury. The best method, however, seems to be to use the same 
valuation ratio for both state and local levies, and to provide through 
effective administration for as nearly full and unif orm assessment as 
possible. 

C. SEGREGATION AND THE TAXATION OF CORPORATIONS 

If segregation does not produce more uniform assessment ratios, 
does it have something to its credit in the more complete and fairer 
taxation of certain kinds of property, such as the corporate excess, 
good will, and rolling stock? The right of a corporation “to be,” its 
right to do business, and any good will created, are valuable property, 
when considered in the light of its earning capacity. The local assessor 
can rarely find these qualities; if he does find them, he cannot fairly 
value them. 

The California segregation law was very thorough. In addition to 
the gross earnings taxes on public service corporations, the gross premi- 
ums tax on insurance companies, and the franchise tax on bank stock, 
it assigned to the state the tax on the franchises of all other corpora- 
tions. The franchise is the value of the bonds and stocks less the 
assessed value of any visible or tangible property, of which difference 
the assessing authority was to take such proportion as seemed reason- 
able. The last part of this description involves the exercise of discre- 
tion on the part of the assessing state board. The tax was successful, 
even though protests were numerous. The first year (1911-12) the 
tax of 1 per cent of the value of the franchise amounted to $1,675,000;* 
this amount steadily grew to $3,118,000 in 1921-22, and in 1927-28 it 
had risen to $4,648,000,3 The extent to which intangibles of this class 

1 On this method, cf. A. R. Foote, “State Tax on Local Government Incomes: 
A Substitute for State General Property Tax,” Proceedings , 1911, pp. 253-62; and 
W. H. Corbin, “Apportionment of State Taxes on Basis of Local Revenue,” Pror 
ceedings , 1911, pp. 262-69. 

a Plehn, op, cit. 3 p. 134. The 1928 Commission reported $1,620,000, p. 24. 

3 Final Report , 1929, pp. 22-24. 
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escaped may be seen from the fact that the taxes paid by these cor- 
porations on franchises amounted to $700,600 in 1910-11 and $366,600 
in 1906-7. 1 

In fixing the rate of the state tax on segregated property two ques- 
tions present themselves. First, shall the rate be fixed so as to impose 
on segregated property a tax equivalent to the property tax on general 
property; or shall a lighter or a heavier burden be imposed? Second, 
how shall such a rate be determined? There is probably no good reason 
for taxing segregated property more heavily than other property. If 
discriminatingly heavy taxes are imposed, the incidence will fall chiefly 
upon the users of the service, for such enterprises are subject to regula- 
tion in respect to the rates they may charge. 2 On the other hand, there 
is usually no valid reason for according such enterprises especially 
favorable tax treatment, thereby relieving the users of the service from 
a part of the cost which should be paid. 

Where the segregated property is subject to an ad valorem tax, the 
determination of a rate that will produce the equivalent of the yield 
from other property is relatively simple. The Michigan scheme of 
taxing such property at the average rate for non-segregated property 
has the double advantage of being automatic and not requiring ad- 
ministrative discretion or legislative adjustment. Where a gross earn- 
ings tax obtains, the method of determining such an equivalent tax 
must be more indirect and difficult. Thus California valued the segre- 
gated property and ascertained the gross earnings thereof, then applied 
the average tax rate of non-segregated property, and finally determined 
such a rate on the gross earnings as would be equal to the rate on the 
non-segregated property. 3 Obviously such a rate, to a large extent, 

1 From Reports of Controller , for respective years. 

* Such at least is the shifting today where rate regulation is reasonably effective. 
It may have been different, however, in 1906 when the California commission argued 
for higher taxes on certain utility properties. 

3 If this principle is to be followed, trouble is brewing in another q uart er: The 
revenue will be unstable and uncontrollable. In California during the years following 
the World War the state revenue was inadequate, and a state property tax was 
threatened. Later, in 1928, there was said to be a surplus which could not be wisely 
spent by the state. Yet if the rate on the segregated property must be gauged by 
the average rate on property in general, it cannot be adjusted to cope with either 
deficits or surpluses. While this problem of a troublesome surplus is not insuperable. 
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must be guesswork. Being fixed by the legislature, as in California, it 
must be based largely upon political considerations. Conditions are 
not improved where, as in Minnesota, the constitution requires any 
change in the rate to be approved by popular vote at a referendum. 1 

TABLE 58 


Rates of State Taxes on Caufoenia Coepoeattons, 1919-28* 


Kind of Corporation 

1911 

(per 

Cent) 

1913 

&h 

191s 

(per 

Cent) 

1917 

& 

X921 
(per ; 
Cent) 

19*7 

(per 

Cent) 

Electric and street railwaysf. . 

4-0 

4*75 

5-25 

5*25 

5*25 

5.25 

Steam railroads! 

4 

4-75 

5.25 

5* 2 5 

7.0 

7.0 

Short line steam railroadsf 

4 

4*75 

525 

525 

7.0 

5-25 

Gas and electric companies f . . 
Telephone and telegraph com- 

4.0 

4-6 

5.25 

5.60 

7-5 

7-5 

panies! 

3*5 

4-2 

4*5 

4*2 

5-5 

5*5 

Car companies f 

3*o 

4.0 

3*95 

3*95 

5*25 

5*2 5 

Express companies f 

2.0 

2.0 

1.6 

0.9 

1.0 

1.0 

Insurance companies! 

i-5 

i-75 

2.0 

2.0 

2.6 

2.6 

State and national banks§ .... 

1.0 

1.0 

1.2 

1. 16 

i*4 5 

i-45 

Corporate excess] | 

1.0 

1.0 

1.2 

1.2 

1.6 

1.8 


* From Final Report of IQ2Q , p. 30. 

t On gross earnings. 

J On gross premiums. 

§ Applied to capital, surplus, and undivided profits, minus assessed value of real estate locally 
taxed. Since 1929, banks are taxed on their income. 

H On corporate excess. 

It is interesting to note the legislative changes in rates that have 
taken place in California. It will be seen, as shown in Table 58, that 
changes have been frequent and, except for the rate on the earnings of 
express companies, generally upward. The changes in the rate on non- 
segregated property have also been upward, but whether the rates were 
properly deter min ed in the first place and have since been merely 
properly adjusted so as to maintain the uniformity between segregated 
and non-segregated property cannot be definitely known. 

it was one of the reasons for the establishment of the special tax commission of 
California, which has just completed its report (1929). 

1 Art. iv, sec. 32a. 
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The frequent changes indicate difficulties in ascertaining the proper 
rate structure. The fact that the changes have been less frequent since 
1917 does not necessarily indicate that the rates as left by the act of 
1927 are satisfactory. The 1928 Commission of California was excel- 
lently equipped to investigate the situation. The general reaction of 
the Commission was as follows: 

Perhaps the most serious criticism which may be urged against the system 
of separation is found in the troubles which have been encountered in the 
attempt to make certain that the rates imposed upon the corporations taxed 
by the state are fair in view of the tax burden being borne by property locally 
taxed The changes have been frequent, and the disputes accompany- 

ing them have been bitter. The decisions which have been reached have 
caused dissatisfaction to all parties concerned. The corporations complain 
that they have been over-taxed and have been deprived of protection which 
they would have received under the old system. On the other hand, the 
feeling is general throughout the state that, in spite of all the adjustments, 
the corporations are evading their “fair share” of the tax burden . 1 

The Commission did not recommend the continuation of the par- 
ticular taxes in existence at the time, for these reasons: 

However, the very effort to refine the process of arriving at a determina- 
tion of the rates serves to demonstrate the inherent difficulties involved, if 
not the complete futility of any attempt to arrive at a strictly scientific 
solution. Any set of rates which may be set up involves assumptions with 
respect to factors concerning which it is quite impossible to secure satisfac- 
tory data. As one adopts one assumption rather than another, the resulting 
rates undergo violent change, and the question of the correctness of adopting 
one assumption rather than another is in many cases clearly open to debate. 
Even when one discounts the influence of special interests, it must be granted 
that there is ample ground for sincere differences of opinion . 2 

The Commission recommended that the operative real property of 
public utilities be valued by the state and that the valuation be re- 
turned to the counties to be added to the local tax rolls and taxed like 
other local real property; -that the franchise tax on corporations in 
general be measured by net income; that the state levy such direct 
property tax as its revenue needs may require; that the personal prop- 
erty tax on corporations be abolished; that the gross premiums tax 

1 Final Report of IQ2Q, p. 52. 3 Ibid., pp. 52, 53. 
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on insurance companies be retained, with modifications; that a vote be 
taken on the question of substituting a personal income tax for present 
property taxes on intangibles; and that certain other taxes, not perti- 
nent to this discussion, be modified. 1 The recommendation amounts to 
a complete abandonment of segregation as a fiscal policy. The legis- 
lature submitted a constitutional amendment, and subsequently en- 
acted legislation thereunder providing for a 4 per cent corporate- 
income tax for business corporations, including banks, but not public 
utilities, with an offset for real and personal property taxes paid, not 
exceeding 75 per cent of the 4 per cent tax, and not exceeding 10 per 
cent of real estate taxes, the minimum tax being $25 for each corpora- 
tion. 

D. SEGREGATION AND PUBLIC EXTRAVAGANCE 

Fear was expressed years ago that the increased revenue which segre- 
gation would make available would lead to extravagance in state and 
local expenditures. And it has since been insistently charged that these 
fears were actually realized. One might admit an increase in expendi- 
tures without necessarily admitting any corresponding increase in the 
legitimate tax burden. The increased efficiency in tax administration 
that accompanied the system of segregation, though not necessarily or 
inseparably a part thereof, did lead to the taxation of much property 
that had hitherto illegally escaped. While expenditures have generally 
increased, they appear not to have increased appreciably more in 
states with segregation than elsewhere. The commission of 1928 failed 
to find evidence that separation had led to extravagance: 

A very serious charge which has been brought against the present system 
is that it has generated an attitude of mind among the people that, since the 
corporations meet the expenses of the state government, it is a matter of no 
moment to them whether or not state expenditures are wasteful .... How- 
ever, the Commission’s analysis .... fails to yield a statistical demonstra- 
tion that this attitude of mind, if it does exist, has had the effect of extrava- 
gance in state expenditures in California. It is true that state taxes are high 
in California, but the tax of $15.76 per capita was exceeded in eleven other 
states in that year. All of these states draw on the general property tax for 
state revenues, some of them obtaining more than half of their tax revenue 
from this source. 

1 Ibid., pp. xxiii-xsiv. 
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California state taxes were high in 1910, the last year in which the state 
used the property tax for support. In that year 70 per cent of state taxes 
came from the general property tax; yet the per capita state tax in California 
was exceeded in amount in only one other state — Nevada. Further, the in- 
crease in per capita taxes has been greater between 1910 and 1927 in nearly 
all of the other states than in California. 1 

There seems to be no particular merit in segregation of property 
taxes for state and local purposes. It has no advantages that cannot be 
attained in some other way. The most vaunted argument in its favor, 
that it removes the motive for undervaluation of property in order to 
escape a part of the state tax, is not sound. There is serious objection 
to weakening the state’s interest in the local assessments. Separation 
of sources, on the other hand, there is bound to be, as the states find it 
necessary to resort to other tax bases than property, for the state must 
necessarily administer these other taxes, since the tax on property is 
practically the only tax capable of local administration. The revenue 
from these other taxes need not, of course, be retained for state use, 
but the apportionment or allocation should be made on such bases as 
will foster the state’s interests in locally performed public services. For 
the same reason, the state should probably retain a state direct levy in 
order to insure or intensify its interest in equitable local assessments. 

It is not impossible, however, that the unsatisfactory results in 
California are partly due to local conditions, or to the particular form of 
taxes used, or to the lack of an effective administrative tax commission. 
In Minnesota, where gross receipts taxes axe also used, though not to 
the extent of achieving complete segregation of sources, there has been 
no such upheaval as in California. In New York, Delaware, and Penn- 
sylvania, on the other hand, where segregation as an incidental result 
has been practically achieved, there is no objection to it as a matter 
of principle. In fact, segregation as a definite policy was conceived 
in California; it seems destined to end its existence there. 

1 Final Report, p. 71. 



CHAPTER XI 
THE INVENTORY 

To what extent is the general property tax, requiring or permitting 
various degrees of uniformity or classification in the forty-eight states, 
actually administered as contemplated in the law? There are three 
ways in which the practice may differ from the legislative intent: 
first, not all of the taxable property may be listed for taxation; second, 
the part of the taxable property that is listed and taxed may be en- 
tered on the tax roll at assessment ratios differing widely from the 
ratio legally required; third, on some items of taxable property the 
taxes extended may not be paid. It is obvious that these three prac- 
tices of nonlisting, nonuniform assessments, and nonpayment of taxes 
may lead to tax exemption or classification quite as effectively as any 
statutory or constitutional provision. 

The first task of the tax official is to obtain a complete inventory of 
taxable property within his jurisdiction. That he fails in this is well 
known; and, with the present tax laws, it is not entirely a matter of 
regret. Yet he does not fail equally for all types of property or in all 
states and tax jurisdictions. In this chapter little more is attempted 
than to show the extent of nonlisting and the factors that cause it. 
Unfortunately, the attempt is bound to be partly abortive, because in 
the nature of things, it is not possible to ascertain, even approximately, 
the amount of taxable property that escapes the tax roll. The assessor 
knows, and presumably lists, what he finds; what he does not find must 
of necessity be an unknown quantity. But miscellaneous evidence from 
many sources proves that evasion by nonlisting is extensive. 

I. REAL PROPERTY 

Real property, especially land, it might be supposed, could not es- 
cape. It cannot be moved away; its existence cannot be denied; it can- 
not be hidden; and its ownership cannot be a matter of serious un- 
certainty, since transfers are seldom completely valid until and unless 
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recorded. Moreover, ownership is not a matter of supreme impor- 
tance, since real estate may be assessed to unknown owners and the 
lien r uns against the property. Diligence and efficiency on the part of 
the tax official ought to achieve an approximately complete listing. 
Yet in every state certain areas escape every year. The 1912 Special 
Tax Commission of Kentucky described the conditions not only in 
Kentucky but in other states as well: 

The large discrepancies from year to year in the total acreage of land as- 
sessed, both in individual counties and in the whole state, cannot be explained 
on any other hypothesis than that land escapes taxation. They cannot be 
explained away as clerical errors. If they could be, the matter would be quite 
as bad. For if clerical errors of such dimensions occur so regularly on one 
part of the roll, there is great possibility that they occur also in other and 
more vital parts of the roll. If, in Caldwell County, there were 212,347 acres 
of land assessed in tracts in 191 1, where were some of those acres in 1910 when 
only 191,759 acres were so assessed? Campbell County has a superficial 
area of 92,800 acres, yet there were only 64,854 acres assessed in tracts in 
1912. That the difference of nearly 28,000 acres was not in town lots in New- 
port, Dayton and Bellevue, is demonstrated by the fact that there are 88,274 
acres found by the Census Bureau in farms in that county. Why were these 
23,500 acres not in evidence on the rolls? If in 1908 the assessor in that same 
county found 91,823 acres in tracts, and in 1910 again 91,328 acres, where 
had some of these acres gone to in 1912 when only 64,854 were left? 

There are, of course, in nearly every county some “tracts” of land not 
included in farms, such as forests or mineral lands. Hence, the acreage as- 
sessed in tracts should normally exceed the acreage reported in farms. Con- 
versely, it is hardly conceivable that there should be more acres in farms than . 
are assessed in tracts, if the assessment be complete. But the fact is that 
there are at least thirty-three counties in which there are more acres in farms 
than there are acres assessed in tracts. The total acreage of farm lands thus 
unassessed in these thirty-three counties alone is far more than 200,000 acres. 
How much more there is in these and other counties we do not know, but 
that it is very large is certain. 1 

No nlis t ing of land is less prevalent than in colonial and frontier 
statehood days. Land titles are better established, and time has per- 
mitted more complete recording systems, as well as more complete 
surveys. The system of laying out land in rectangular sections has 

1 Report of the Commission, IQ12-IQ14. 



THE INVENTORY 


263 


facilitated the checking of tax records against land surveys. Early data 
showing nonlisting are surprisingly inadequate. Legislative and other 
commissions have been more concerned with proving undervaluation 
than incompleteness of the lists, probably largely because undervalua- 
tion can often be proved by reference to sales records, while nonlisting 
is not readily provable, there being practically no external data against 
which the lists might be checked so long as the surveys are ignored. 
Only in recent decades has the Bureau of the Census yielded trust- 
worthy data of the land areas and classes of land. Such information as 
is available from public land offices, federal and state, has not been 
utilized effectively, perhaps because there has not been, until the ad- 
vent of the permanent state tax commissions, any competent perma- 
nent body of investigation. 

Not only have such political bodies failed to lay bare adequate evi- 
dence of nonlisting of land, but the same charge may, with almost equal 
inclusiveness, be made against the few scholars whose research has been 
in this field. Financial histories have been written of a number of 
states, but seldom is this type of tax evasion adequately treated. It is 
told, for example, that in Virginia in 1646 there was “great defect in 
the titheable persons, lands, horses, mares, etc., to the prejudice of 
many who have duly and according to law presented their lists.” 1 But 
there is no quantitative analysis. It is shown that in Massachusetts, 
in 1647, it was ordained by the General Court that real property should 
be taxable where it lay, because each year many persons escaped taxes 
by leaving town just before taxes were due. If such a simple expedient 
could achieve evasion of taxes on land, it is certain that there must 
have been a great deal of it. Ten years later, 1657, land outside organ- 
ized towns tended to escape; and, to avoid this escape, such land was to 
be taxed at the rate of two shillings per one hundred acres, the select- 
men of each town to take account of all such lands lying near their 
towns.® While these references are obviously fragmentary, and while 
elsewhere, except in the study of Texas, 3 there is even less evidence of 
nonlisting, it will not do to conclude that there was no problem. 

On the contrary, the fact that E. T. Miller has discovered that such 

1 Ripley, The Financial History of Virginia, p. 26. 

3 Douglas, Financial History of Massachusetts, p. 27. 

3 E. T. Miller, A Financial History of Texas (1916). 
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evasion was carried on to an astonishing extent, would lead, together 
with other evidence, to the conclusion that such evasion has been 
quite general. Miller shows that in 1849 the area assessed in Texas was 
32,890,887 acres, while the area patented and deeded was 45> 2 34>987. 
In 1850, 5,000,000 acres were added to the list by giving the comp- 
troller of the state the right to assess the nonlisted lands. But this 
practice was speedily abandoned; and thereafter the area listed became 
stationary, although the patenting and deeding went on. In 1876, the 
comptroller reported that more than 35,000,000 acres, or more than 
one-third of the total patented and deeded area, was not listed. Later 
the comptroller virtually confessed his inability to assess such lands. 1 

A summary of the circumstances, still effective today, that facili- 
tated the escape of land, especially under pioneer conditions, will indi- 
cate the remedies required. First, there was in every frontier commu- 
nity an indisposition to pay any taxes at all; this is partly explained by 
the fact that the government did very little for the pioneer. Second, the 
assessment methods were primitive. Almost invariably the owner was 
required, not only to list his holdings, but also to classify and some- 
times to value them, the assessor being merely present to receive the 
list The obvious remedy, now applied in some of the states, namely, a 
permanent cadastre or record of all land in public records, was appar- 
ently not deemed necessary or expedient. A third reason, of great 
weight in the early days, was the instability of district lines and title 
records. As a fourth explanation may be cited the practice of permit- 
ting owners of land to list it with the state auditor or other state official, 
or in some county other than that where the land was located. 2 Finally, 
the escape of buildings and improvements on land may be partly ac- 
counted for by the practice, still prevalent generally, of not listing 
them separately from the land, with the result that many were not ac- 
counted for. 

While the technique of the assessor for finding real property and 
placing it upon the tax roll has improved, his task has become much 
more difficult with the growth of population and industry, with the 
consequent subdivision and differentiation of property, which in turn 
has made it necessary to divide the assessment function between the 

1 Ibid., pp. 107-9. 

2 Cf. R. M. Haig, A History of the General Property Tax in Illinois , pp. 44-49, 
for a presentation of the problem of nonlisting in Illin ois. 
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local assessor and some state assessing board . 1 Thus, operating railroad 
property is generally centrally assessed while non-operating property is 
assessed locally; but the line of cleavage between operating and non- 
operating property is not always clear, and the local assessors often 
fail to apprehend some of the latter, especially when changes in its use 
take place. And if some of the railroad property is leased for use as 
site for warehouses, grain elevators, and coal sheds, the leasehold inter- 
est may escape, as being not taxable to the railroad and not found by 
the local assessor. Moreover, the splitting up of fee simple equities 
into life estates , remainders , easements , and similar partial estates, has 
led to omissions, although such a condition is more likely to lead to 
the assessment of the entire equity to some one of the limi ted equities. 

n. PERSONAL PROPERTY 

Personal property escapes much more readily than realty. It can 
often be hidden, and is seldom publicly recorded. Our sensitiveness in 
regard to such information as private inventories closes, practically 
and legally, such sources to the tax official. Property taxes tend to 
become increasingly taxes on real estate. This, too, is shown by the 
report of the Kentucky Commission. Its findings are generally ap- 
plicable. 

The first fact to which attention should be called is that under the existing 
system personal property tends to form a constantly decreasing proportion 
of the total property assessed for taxation. It is generally admitted that 
under modem conditions the amount of personal property in existence always 
equals and frequently exceeds the amount of real property . 2 In a state like 
Massachusetts or New York some would have it that the personal property 
is two or three times as large as the amount of real property; whatever the 
exact proportion may be, it is certain that it cannot be less than, and prob- 
ably greatly exceeds, the amount of real property. During the nineteenth 
century it is cer tain that the increase of personal property was particularly 
rapid; yet the statistics covering this period show that this class of property 
has usually formed a decreasing proportion of the total assess me nt. 

An interesting demonstration of the fact that personal property has 
largely disappeared from the tax roll, and that the taxing officials have 
accepted this disappearance with more or less good grace, is found in 

1 Cf . chaps, xiv-xvii, infra . 

2 There is, unfortunately, no trustworthy evidence to prove this es tima te. 
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New York. In thirty-four selected townships the assessed value of 
personal property was $1,332,219 in 1887; by 1897, it had risen to 
$1,717,295; but thereafter the amount declined, every year except one, 
until in 1924 it was only $50,210. 

In the years before 1910 practically all of the thirty-four townships re- 
ported assessment of personal property, but in 1924 only ten had any such 
assessment. In 1912 a law was passed exempting household furniture and 
personal effects to the value of $1,000, but the curve 1 does not give the slight- 
est indication that this law had any effect. Rather it points to a conclusion 
that the law was passed as a recognition of the failure of the personal prop- 
erty tax. 3 

This tendency is less noticeable in certain other states. Thus in 
Kansas the largest percentage contributed by personalty to the assess- 
ment was 34.15 (in 1865). The proportion of personalty in the assess- 
ment then declined irregularly until in 1895, when the lowest ratio, 
10.61 per cent, was reached. Since then, however, there has been a 
fairly steady increase until, in 1 920, the percentage of the personalty was 
26.05 of the total assessment. 3 In Minnesota, in 1870, the proportion 
of personalty was 28 per cent; this declined until in 1910 the percentage 
was about 17, 4 and in 1920 approximately i6. s In Illinois the cor- 
responding ratio was 27.8 per cent in 1850; 20 per cent in 1900; 23.1 per 
cent in 1920; and 18.4 per cent in 1927. 6 The story is the same with 
minor variations in all the states. 

It may be, though it is hardly probable, that the decrease in the 
ratio of taxed personalty has been arrested. If so, where it is really 
true, it is doubtless due to the administration of increasingly efficient 
tax commissions. It is also partly due to the fact that a great deal of 
property is now assessed by central state authority — and is classified 

1 Of personal property assessments. 

2 M. S. Kendrick, An Index Number of Farm Taxes in New York and Its Relation 
to Various Other Economic Factors , Cornell University Agricultural Experiment 
Station, Bulletin 457 (1926), pp. 11-13, 37 * 

* Seventh Report to the Legislature by the Tax Commission (1921), p. 26. 

« Report of Tax Commission 1912, p. 176. 

5 Report qf Tax Commission 1920 , pp. 174, 330. 

6 S. E. Leland, “The Breakdown of the Personal Property Tax in Illinois and Its 
Solution,” National Tax Magazine, July, 1929. 
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separately, e.g., as railroad property, which is not always separable 
readily into real and personal property. But if the ratio of real to 
personal property is not increasing, it is already sufficiently low to justi- 
fy concern. 


A. TANGIBLE PEBSONALTY 

Many species of tangible personalty do not always readily escape. 
Livestock, farm equipment, public utility properties, steam and sailing 
vessels, factory machinery and equipment, merchants and manufac- 
turers’ stores and stocks, and other such categories of property can be 
and usually are found. Still, there are wide differences wi thin each of 
these groups. Certain other tangibles such as clothing, household 
goods, personal effects, and ornaments such as jewels, watches, clocks, 
and pieces of art, rarely are placed on the tax roll. 

Almost any study of property taxes furnishes corroboration of this 
statement. A study of assessments in the city of Austin, Texas, 
says: 1 

After money and credits, the property which most easily escapes taxation 
is jewelry, gold and silver plate, watches, clocks, household furniture in excess 
of the exemption to each head of a family of $250, libraries, and similar prop- 
erty in the hands of their users. One would judge from the assessments of 
jewelry, including diamonds, and of gold and silver plate, that the well-to-do 
residents of Austin eschewed all vain show, for only $19,601 of jewelry and 
$4,945 of gold and silver plate were rendered. The assessed value of watches 
and clocks was $18,575, and it is worthy of remark that of a population of 
over 34,000 only 605 persons were honest enough to declare their watches for 
taxation. Austin is a dty with many beautiful homes, and not a few of them 
are expensively furnished with “period” furniture and oriental rugs, yet the 
total assessed value of furniture and sewing machines was only $54,033. 
Pianos and organs in the hands of users were assessed at $72,000. One hun- 
dred and thirty-nine home and professional libraries were assessed for 
$18,170, and the bulk of this was for the books of persons practicing the pro- 
fessions of law, medicine, engineering, or teaching. There are many brave 
hunters in Austin and there are not very many homes which are without a 
weapon of defense, yet in 1916 only 68 persons rendered firearms, and the 
amount for which they were assessed was only $1,055. Ten persons were 
assessed for dogs, and their declared value for taxation was $290. 


E. T. Miller, “The General Property Tax in Austin,” Proceedings, 1917, p. 372. 
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One reason for the escape of personal property is the elusiveness of 
the owners. Usually the owners of real property and business plants 
are readily found. 1 The increasingly large urban population, without 
a settled place of residence or business, can often not be located and 
assessed. This was even found to be strikingly true in the small city of 
Austin: 

Practi cally the only persons reached for personal property taxation were 
owners of real estate and persons who by reason of being engaged in business 
and in professions had established locations, and so could be easily found by 
the officials. The total number of renditions of personal property 

was only 731 in 1916, and the valuations were $1,186,980. However, the 
number of renditions of personal property made by persons rendering only 
personal property and who were not engaged in any business or profession, 
except teaching, was 297 and the assessed value rendered by them was only 
$1 54,698. a It may be true that on the average those who have no real prop- 
erty will also have but little personalty. But there are many relatively 
wealthy persons whose property is entirely personal. 

It is desirable to distinguish the different kinds of tangible personal 
property that evade the assessor. The forms of the assessor usually 
specify in considerable detail the items to be listed, such as horses, 
watches and clocks, pianos, radios, sewing machines, automobiles, and 
so on. A large share of the taxable personalty cannot be numbered but 
must be assessed in bulk, such as grain, merchandise, household goods, 
and so on. But these lists are not uniform in all states and not even 
always uniform in all the counties of the same state. It is, therefore, 
not possible nor necessary to present data showing evasion for all the 
states on a comparable basis. But it is desirable to distinguish types. 
The most useful distinction is that drawn between so-called pro- 
ductive and unproductive personalty. Household goods may be taken 
as typical of the former; merchandise and manufacturer's stock and 
live stock of the latter. There are, however, many items, some of them 
important, which do not readily fall into either class; automobiles are 
typical. 

In Colorado, where perhaps the assessors may be unusually dilig ent 

1 If not found, the difference is not great where, as is almost always the case, the 
tax is a lien on the property. Land may be taxed to an unknown owner. 

3 Miller, op. cit., p.373. 



THE INVENTORY 


269 


in listing household goods, this class of property formed 1.55 per cent 
of the total assessment in 1919, and 2 per cent in 1929. But in the 
former year the per capita asssessed value was only $26.69 while in the 
latter, it was $28.53, which would mean perhaps $125.00 per family. 1 
In Illinois, in 1900, household and office furniture was assessed to the 
amount of $9,416,000, which was 5.645 per cent of all personal prop- 
erty assessed, but only 1.13 per cent of all property assessed. In 1927, 
the assessed valuation of household and office furniture was $69,- 
596,000, which was 4.68 per cent of all personal property, but only .86 
of 1 per cent of all property. 3 Household furniture is obviously an in- 
significant part of the total taxable property of the state. It is not 
merely the small amount assessed that is significant. Thus, of the 
$69,596,000 of household and office furniture assessed in 1927 in Illi- 
nois, only $9,622,757 was in Cook County, which had more than 50 
per cent of the population of the state and might reasonably be sup- 
posed to have a larger per capita allotment of both household and office 
furniture -than the rest of the state. 

Clocks and watches are another item of unproductive personal prop- 
erty which may be easily checked where it is reported separately. Thus 
in Colorado there were assessed 29,470 watches and clocks in 1919 or 
1 per 30.9 persons in the state, which would be about 1 for every six 
or seven families. By 1928, however, the number assessed had dwin- 
dled to 18,117, or 1 per 60.2 persons, or roughly, 1 per twelve families. 3 
In Illinois the valuation of clocks and watches in 1867 was $1,070,000; 
by 1927 it had shrunk to $1,052,000. Here again. Cook County dis- 
tinguishes itself by having little to tax. For while that county listed 
7,571 watches and clocks in 1867, the number shrank to 6,281 in 1927; 
and the value thereof was $96,888 in the former year, and $117,907 in 
the latter.** It seems unnecessary to comment further upon an assess- 
ment of watches and clocks amounting to about 3 cents per capita or 1 
watch or clock per 400 or 500 persons. 

As one plods laboriously through the records of assessments of non- 
productive personal property in states where these records are given, 

*56113611, Survey of Colorado State Tax System , p. 65. 

3 Leland, op. tit. From manuscript These figures omitted in article. 

3 Jensen, op. tit., p. 64. 

4 Leland, op. tit. From manuscript These figures omitted in article. 
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one meets equally ludicrous situations everywhere. It cannot be the 
fault solely of the taxpayer. Such extensive evasion as is practiced in 
many localities cannot possibly go on without the connivance of the 
assessor. There would be no serious objection to the escape of all such 
property if it were practiced uniformly. But the records show clearly 
that in some localities, for various reasons, there is a fair listing, while 
in others there is scarcely any at all. It is reported in numerous assess- 
ment districts that no attempt is made to assess a great variety of 
items. The assessor’s good sense tells him that it is futile to try. The 
result is that, in the industrially developed states particularly, and in 
the urban as contrasted with the rural areas, the assessment of non- 
productive personal property is haphazard, arbitrary, and usually 
futile. 

When one turns to inspect the assessment of productive personalty 
one is faced with the absence of any standards against which one can 
check the assessed valuations. For merchandise and manufacturers’ 
stocks and stores, and for machinery, tools and implements, we have 
assessments in bulk. There is no doubt but that the assessments of 
these and kindred classes of property is defective, but it is a technical 
question of no great practical significance whether the defect is due to 
nonlisting or to undervaluation. On the other hand, the assessment of 
productive personalty is far better than that of the unproductive vari- 
ety. And there appears to be no reason why such property should not 
be listed successfully, provided qualified assessors are employed. 

Agricultural property, such as implements, livestock, and produce, 
is probably listed more adequately than any other important class of 
productive personalty. In Colorado the swine assessed in 1919 were 
4 3*3 per cent in number, and 36.5 per cent in value, of the estimates 
made by the United States Bureau of Crop Estimates. These per- 
centages should be taken in connection with the seasonal character of 
hog production. On April 1, the tax day in Colorado, there probably 
is nearly a minimum of swine, both as to number and value, on the 
farms. That this is true is suggested by a comparison of the ratio of 
hogs listed to those estimated, with the corresponding ratios for other 
species of livestock, as shown in Table 59, for 1925 and 1928. It will 
be seen that swine show the lowest ratio of listed to estimated number 
of a n im al s . However, such evasion is evidently very uneq ually dis- 
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tributed. For, in 1928, the ratios of assessed to estimated swine was 
less than 10 per cent in six of the sixty-three counties, and less than 
30 per cent in twenty-five counties, while in five counties the ratio was 
over 60 per cent. 

The rapid growth in recent decades of the number of motor vehicles 
has raised the question whether this very mobile form of property 
evades taxation through nonlisting in considerable quantities. It would 
appear that, on the whole, the estimates of evasion are greatly exag- 
gerated. Yet, in certain localities, chiefly urban, the evasion is serious. 

TABLE 59 

Ratios or Number of Livestock Assessed to Num- 
ber Estimated by United States Bureau of 
Crop and Livestock in Colorado, 1925 and 
1928* 


Species of Stock 

192s 

I92S 

Horses 

76-73 

73-99 

Mules 

86.68 

72.74 

Dairy cows 

76.77 

So. 84 

All cattle 

69.49 

68.19 

Sheep 

99 - 4 *t 

I 33 -° 5 f 

Swine 

37-15 

33-83 


* Jensen, op. cit ., pp. 66-69. 

t Ratios somewhat misleading, the assessment and estimates not 
being quite comparable. Animals fed in transit are included in the 
assessment. 

The fact that these vehicles are registered, or at least required to be 
registered, provides a check upon the assessment. This check is not 
perfect, for several reasons. In the first place, many vehicles, such as 
those publicly owned, are exempt. In the second place, the tax day is 
usually in the early months of the year, while many vehicles are pur- 
chased later. The purchase is in fact often delayed until after the tax 
day. If the number of vehicles owned were constant year after year, 
only those deliberately purchased late would affect the check, and 
even they would not do so in proportion to their number, unless the 
dealers practiced tax avoidance also. With these allowances it ap- 
pears, as a whole, that most of the vehicles are assessed. Thus, in 
Colorado in 1919 the vehicles assessed amounted to 72.5 per cent of the 
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registrations, and in 1929 to 76.3 per cent. But here, as with house- 
hold goods and livestock, the degree of evasion or avoidance is very un- 
even. For among the counties the assessment ratios showed wide vari- 
ations. The ten-year average of the ratio of assessed to registered 
vehicles varied from 58.1 per cent to 91.2 per cent. 1 As always, the 
average tends to conceal extreme variations. 

A much less satisfactory’ condition appears to exist in Illinois. In 
1919 the number of automobiles assessed was only 54 per cent of the 
number of licenses issued, and in 1927 the figure had shrunk to 37 per 
cent. But the low average is due largely to the unconscionably in- 
effective assessment in Cook County. In that county in 1927 only 
21,612 automobiles were assessed, although 560,436 licenses were is- 
sued. The percentage which the listings composed of the licenses was, 
therefore, only 3.9 per cent. 2 Outside of Cook County the ratio of auto- 
mobiles assessed nms about 10 per cent to 1 5 per cent lower than in 
Colorado. 

B. INTANGIBLES 

Of all classes of property, intangibles escape with greatest ease and 
frequency. As the Austin study shows: 

Of the total 1916 personal property assessments of $5,656,486 there was 
$2,529,525, or 44.7 per cent of intangible personalty — that is money, credits, 
and securities. This is a large percentage for intangible personal property, 
but one’s admiration for this assessment achievement subsides when the 
discovery is made that $1,841,235 of the intangibles is bank stock and the 
securities deposited in the state treasury in Austin by foreign insurance 
companies. Only $688,290 was the sum of the intangibles which were diffi- 
cult of assessment, and this was 12 per cent of all the personal property as- 
sessments. Assessed credits amounted to $502,128, and the amount of money 
assessed was $177,177. The individual deposits and certificates which were 
reported by the four banks of Austin on December 31, 1915, were $7,436,349. 
Assuming, and this is too generous an assumption, that only one-half of this 
belonged to taxable persons in the City of Austin on January 1, 1916, and 
reducing this share of one-half to the tax basis of two-thirds, the $177,177 
readied was only 7 per cent of the amount taxable. In all probability it was 
less than 1 per cent of the amount taxable. The number of persons assessed 
for credits was 164, and the number assessed for money was 192. How absurd 
and farcical that, of a population of 34,000 and of more than 6,000 persons 

1 Jensen, op. tit., pp. 70-73. a Leland, op. cit . 7 p. 289. 
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and firms listed for taxes, only 192 should have been possessed of any money 
on January 1, 1916. Only three persons were assessed for stocks and bonds of 
corporations other than banks, and two persons were .assessed for shares of 
unincorporated companies. The total of the assessments of these five lonely 
persons was $8,985. No annuities or royalties were rendered for taxation, 
though Austin is supposed not to be without annuitants, inventors, and 
authors. 1 

The same condition was found by the Kentucky Commission, which 
in commenting upon the constitutional requirement that “all property 
.... must be assessed and taxed in the same manner, and on the basis 
of its actual value in money,” says: 

This is a provision that has never been carried out literally, which cannot 
be carried out in practice, and which should not, even it it could, be enforced. 
In compliance with the dictates of this constitutional provision the statutes 
provide for the taxation of “bonds, notes secured by mortgages, other notes, 
accounts, cash on hand, cash on deposit in banks, cash on deposit with other 
corporations, cash on deposit with individuals, all other credits or money at 
interest, stock in joint stock companies or associations, and stock in foreign 
corporations.” The grand total of all of these as assessed in 1912 was $83,- 
147,772, or less than 10 per cent of the total roll, which was $840,479,194* 

An indication of the evasion of intangibles under the general prop- 
erty tax may be had from a comparison of the assessments of intangi- 
bles in the states which employ low-rate taxes on intangibles. The 
changes in the assessment after the substitution of the low rates for the 
general property tax may be noted, for those states whose reports are 
capable of such comparison may be seen from Table 60. Not all of these 
states show such an increase, even after several years under the low- 
rate tax, that it may safely be ascribed, to any great extent, to the 
low rate. Thus in Iowa the assessment of money and credits under the 
general property tax in 1910 was $194,198,000. The first year of the 
low-rate tax, the assessment fell to $170,131,000. The assessment rose, 
however, to $497,334,000 in 1927, sixteen years later. But, in Ken- 
tucky, the negligible amount of bank deposits, $11,277,000 in 1917, 
jumped to $179,143,000 the following year, and continued to rise till 
it was $349,146,000 in 1927. With the possible exception of bank de- 
posits in Kentucky, probably the intangible assessments in these states 

1 Miller, op. cit p. 371. * Op. cii p. 71. 
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TABLE 60 


Assessed Valuation op Intangibles before and after the Imposition 
of Low-Rate Taxes in Specified States* 

(In Thousands of Dollars) 



Under General Property 
Tax 

j Under Classified Property Tax 

State and Class or 
Property 




Amount Assessed 



Year 

i 

1 

First Year 
after Change j 

1937 

Iowa: 




j 


Money and credits . . 

1910 

$I 94 ,I 9 S 

1911 

$170,131 

8497,334 

Kansas: 






Money and credits . . 

1924 

120,062! 

1925 

148,667 

153,528 

Kentucky : 






Intangibles 

1917 

68,750 

1918 

246,348 

490,549 

Bank deposits 

1917 

11,277 

1918 

179,143 

349,146 

Maryland (Baltimore) : 






Intangibles 

1896 

6,000 

1897 

58,703 

391,071 

Minnesota: 






Money and credits . . 

1910 

74,822 

1911 

115,481 

414,734 

Otherf 

1910 

52.693 

19H 

40,619 

29,181 

Montana: 

Money and credits . . 

1918 

8,869 

1919 

64,314 

50,599 

Otherf 

1918 

13,816 

1919 

22,056 

9,897 

Nebraska: 






Intangibles 

1921 

85.630 

1922 

141,607 

142,235 

South Dakota: 






Intangibles 

1918 

15,909 

1919 

110,896 

70,626 

Vermont: 






Intangibles 

1926 

17,237 

1927 

69,778 

69,778 

Virginia: 






Bonds, notes, etc. . . 

1914 

40.197 

1915 

61,407 

219,878 

Shares of stodt 

1914 

13,792 

1915 

28,604 

91,012 

Capital 

1914 

28,572 

19 IS 

60,514 

152,337 

Money on deposit. . 

1913 

14,002 

1914 

25,820 

88,959 


*S. E. Leland, Proceedings, XXI (1928), 295-99. 
t Not under low-rate mill tax. Includes bank stock. 

t Includes domestic real estate mortgages, which are not included for 1925 and 1927. 











THE INVENTORY 


275 


represent less than half, and in most cases less than 25 per cent, of the 
taxable intangibles. But to the extent that the assessments increased 
do they reflect previous evasion, except, of course, in so far as the in- 
crease was due to the natural growth of wealth in these states. It is 
interesting to note that in Minnesota and Montana the “other” in- 
tangibles, subject to the general property tax rate, including bank 
stock, actually declined. Such decline would probably also have been 
evident in the general intangibles of these states had they remained 
subject to the general property tax. 

If the states with low-rate taxes on intangibles have raised their 
valuation of intangibles by the imposition of die low-rate tax, then it 
becomes interesting to see how far behind some of the other states ap- 
plying the general property tax to intangibles have fallen in their as- 
sessments. Such a comparison between the low-rate states and Illinois 
is made in Table 61. The per capita assessments of intangibles in 
Illinois was only $20.69 m I 9 2 7 - & 1 the low-rate states the assess- 
ment was over three times as high, and in the District of Columbia 
nearly 45 times as high. Yet the indexes of the ratio of assessment of 
intangibles in individual bank deposits, and to loans and discounts of 
all reporting banks, corroborate our conclusion from general observa- 
tion that the per capita assessments in Illinois should have been as 
high as in most of the other states used in the comparison, and much 
higher than some, such as South Dakota and Montana. 

While Illinois is perhaps near the bottom of the list in the per capita 
assessment of intangibles, it is a simple matter to find other states in 
which the assessment is very low, and sinking lower. In North Caro- 
lina, in 1921, the per capita assessment of intangibles was $73.77, but 
in 1927 this figure had shrunk to $51.94.* In 1928 Ohio assessed in- 
tangibles, exclusive of bank stock, to the amount of $729,332,417, or 
about $109.50 per capita. 2 Ohio would probably be selected as the 
state in which the assessment of intangibles at the general property 
rate had been most strenuously and consistently attempted in at least 
three ways, namely: stringent restriction of deductions of debts; 5 limi- 
tation of tax rates partly for the purpose of forcing upward the assess- 

1 Report of Special Tax Commission , 1928, p. 323. 

* Report of Stale Tax Commission, 1928 . Table facing last page of report. 

3 Cf. chap, iv, supra . 
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ment of intangibles; 1 and the employment of special “tax ferrets” to 
locate and assess intangibles. 2 Elsewhere, the performance record of 

TABLE 61 

Comparison of per Capita Assessments of Intangibles in States Taxing 
Intangibles at Low Rates with Similar Assessments in States Taxing 
Intangibles as General Property, and Ratios of Assessments to Bank 
Deposits and to Loans and Discounts* 
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From the report of the Kentucky Special Tax Commission, which is 
similar to numerous other sources, we may take some of the reasons for 
the concealment of money and credits from taxation: 

The fact is that a man cannot keep his money on deposit in a savings bank 
if, out of the 3 per cent interest received, he has to pay 2 per cent in taxes. 
Hence he either returns a false statement (perjury committed) or withdraws 
his money and sends it out of the state. Again, bonds, safe enough for a sound 
investment, yield only 4 or 4$ per cent interest; take 2 per cent from that for 
taxes and the yield is too low. An honest taxpayer cannot invest in these 
desirable securities; one willing to perjure himself does not return them if he 
owns them. Only under exceptional tircumstances are they returned and 
taxed. 1 

The Commission elsewhere comments upon the escape of corporate 
securities: 

Corporations, trust companies, and other “artificial persons” have grown 
up, and the natural person, the man or the woman, may invest his or her 
“estate” in the shares or securities of such companies. Large estates are now 
extensively represented by paper evidences of ownership, by documents, 
which cover the tangible property, the title to which vests in the corporation 
or trust company, and also large amounts of intangible property. A man can 
easily conceal his estate or large parts of it, or can remove it from the juris- 
diction of the taxing power. Moreover, as our Kentucky law treats “arti- 
ficial persons” exactly as it does the natural person, there is a general feeling 
that there is likely to be double taxation if the natural person returns all his 
estate. This feeling leads to concealment and evasion, which is justified in the 
taxpayer’s mind by perfectly good reasoning. For example: A man invests 
ten thousand dollars in railroad stock. He knows that the railroad is fully 
taxed upon its tangible and intangible property. He argues that his ten 
thousand dollars has been taxed when the railroad was taxed and that if he 
returns it as part of his own taxable property it will be taxed again, making 
two taxes upon the same property. This argument is correct. But our law 
imposes this double taxation. Hence the taxpayer evades the law if he can. 2 

A further reason for the evasion of taxation by intangibles is the 
inevitable disc rimina tion in the valuation, and hence in the tax burden 
against intangibles. The Kentucky Commission puts the matter thus: 


Op. dt p. 71. 


a Ibid., pp.44,45- 
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Moreover, in practice, the law discriminates against money and credits when 
it is found. Money, in the nature of things, is assessed at ioo cents on the 
dollar; land at an average of 50 cents on the dollar. Under a strict interpreta- 
tion of the law the State Board of Equalization must, if it raises the valuation 
of a county, raise the valuation of money as well as other property in that 
county, and we have the anomaly of money assessed at more than 100 cents 
on the dollar. 1 

There are, however, a few important exceptions to this sweeping 
charge of escape. They are usually of such a nature that we would 
wish that for them, too, escape was possible and effective. One class 
of intangibles which are unable to avoid listing consists of those which, 
on the tax day, are in the hands of persons who are either ignorant of 
the law, or are too honest to conceal their property from taxation by 
perjuring themselves, or who because of their position are unable to do 
so. It is safe to say that neither class of holders is very large, but the 
injustice in individual instances is grave. In such cases the general 
property tax is taxation, not according to ability to pay, but according 
to inability to escape. 

There is finally a class of securities in such position that the assessor 
can have access to them, while those temporarily in charge of them 
have no personal pecuniary motive for evasion. The securities which 
insurance companies are compelled to deposit with the state treasury 
or other trustee, as a condition precedent to doing business in a state, 
are of this type, as are those of other corporations which must occa- 
sionally make such deposits. Estates of minors, widows, and others 
legally incompetent to manage their own estates furnish the bulk of 
taxed securities. 

It would be difficult to state the conditions resulting from evasion 
as well as has been done in an opinion of the United States Circuit 
Court of Appeals. 

The taxation of personal property has always and everywhere been a 
vexatious problem. Horses and cattle, wagons and carriages, the implements 
of husbandry and household furniture — all things, in fact, which are visible, 
and cannot be concealed, including therein shares in incorporated companies, 
which may be compelled by the law creating them to make returns — are 
within comparatively easy reach of the tax assessors. But the great mass of 
personal property, in which the wealth of a country is invested, consisting of 

x Ibid,, p. 71. 



THE INVENTORY 


279 


bonds and other evidences of credit, which can be readily hidden, escape the 
eye of the assessor; and nothing is more conclusively settled by human ex- 
perience than that it is impossible to collect taxes upon this kind of property 
within any reasonable approach to accuracy or equality, and this is not for 
want of long-sustained effort to accomplish it. There is a monotonous uni- 
formity in the reports of the failures of every system attempted, however 
stringent may be the legislation, or however arbitrary or despotic may be the 
powers with which the assessors may be clothed. The heavy hand of the tax 
gatherer always falls upon the widow and the orphan, upon trustees and 
guardians, whose estates are required by law to be revealed to the courts of 
probate, and upon those whose consciences are unusually scrupulous, and 
who, having least experience in business, are least able to bear the burdens; 
while the most inadequate returns are invariably made by the rich, who are 
usually most ingenious in evasion, and most fertile in expedients to escape 
taxation. The result is that always and everywhere no appreciable part of 
such intangible property is reached by laws, however ingeniously framed or 
severely enforced. The heavy and ever increasing rate of taxation in our 
cities makes this result inevitable. Safe investments are rarely found which 
yield more than 4 per cent, and, the rate of taxation being generally from 2 
to 3 per cent, it is not to be wondered at that there should be endeavor 
to escape a burden which takes more than half of their income. Evasion and 
downright perjury is the consequence. 1 

The natural inclination of the dishonest taxpayer is greatly en- 
couraged by the public attitude toward tax evasion. The constitutions 
and statutes of nearly all the states make tax evasion a misdemeanor, 
a felony, or perjury. On paper the tax evader is treated very severely; 
but in practice punishments are rare. It is seldom that knowledge of 
tax evasion results in action; those living in glass houses cannot throw 
stones. Everywhere the story has been the same; the tax law could 
not be enforced in the face of an adverse public opinion. 

It is obvious from the foregoing that the so-called general property 
tax is in fact no longer general. To the wide legal encroachments upon 
the uniformity rule described in earlier chapters, we must now add the 
informal and unofficial classification. It is not a matter for regret that 
intangibles are not taxed. The regrettable feature is that the tax laws 
require their taxation as general property and that some of them axe so 
taxed. It is equally regrettable that the question of whether or not 

1 National Bank of Baltimore v. City of Baltimore, 40 C.C.A. 257, 258. 



280 property taxation in the united states 


they shall be taxed depends upon the caprices of the assessor, or the 
fortuitous circumstances that determine whether the taxpayer can or 
will declare his taxable intangibles. It is not a matter for regret that 
some unproductive tangible personalty escapes, but the vagaries of 
assessment rules and practice, which in the absence or contravention of 
law must be arbitrary, are unfortunate. As for productive tangible 
personalty and real property, it should be possible to provide an assess- 
ment law and develop an assessment technique that will assure reason- 
ably adequate assessment. 



CHAPTER XII 


UNDERVALUATION AND INEQUALITIES 
IN VALUATION 

Among the mass of taxable property listed by the assessing officers 
and required to be taxed at a uniform rate within each taxing unit, 
there may still obtain a sort of extra-legal classification if the ratio of 
the assessed to the actual value is not uniform for all property within 
the district. Mere undervaluation does not produce such classification, 
if the low assessment ratio is uniform within the area of the district* 

A curious argument, not intended to justify undervaluation, but 
merely to minimize its evil effects was made, perhaps in an unguarded 
moment, by C. C. Plehn, with particular reference to the general prop- 
erty tax in California: 

But uniform under-assessment has one redeeming feature. It tends to 
offset the inequality which arises from the proportional rate of the general 
property tax. Since ability increases more rapidly than property, or in other 
words the utility of each increment of property is less than that of the pre- 
ceding increment, then it follows that the deduction of an equal percentage 
from the property of each taxpayer grants a greater relief to the poor man 

than to the rich man The general property tax is degressive in some 

measure on account of the general practice of under-assessment, at least so 
far as real estate is concerned. 1 

On the contrary, if underassessment produces degression in the 
general property tax, it must be in connection with personal property 
rather than real property. With respect to personal property, under- 
assessment does tend to produce some degree of degression owing to 
the lump-sum exemption ordinarily allowed to each householder. Thus, 
if an exemption of $500 is allowed and the assessment ratio is 50 per 
cent, the imm ediate effect is to exempt twice as much personal property 
to each householder as would have been exempted had the assessment 

1 The General Property Tax in California , “Economic Studies of American Eco- 
nomic Association,” Series HE, Vol. II, No. 1 , 176-78. 
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ratio been ioo per cent. All those who have between $500 and $1,000 
will be entirely exempt when the 50 per cent assessment ratio is used, 
while they would have been taxable on property worth up to $500 had 
the 100 per cent ratio been used. And those having property not far 
in excess of $1,000 will pay less, while those having large holdings will 
pay more, if the tax rates must be raised in order to raise the same 
revenue on a reduced basis. 

Nor will there be classification, though there will be discrimination, 
if the deviations from the average assessment ratio are merely erratic, 
and without bias, as they would be were they the result of pure guess- 
work. But there will be both discrimination and classification if the 
assessment ratio runs higher or lower for one class or type of property 
than for the rest. It is obvious, as evidence will show, that there is 
enough guesswork in the assessment. But some of the variations ex- 
hibit a distinct bias. 

Unfortunately the available data are confined almost entirely to 
assessments of real property. It may be possible to discover unofficial 
classification of tangible personal property. To do so, however, will re- 
quire many field studies and analyses involving much effort and ex- 
pense. If, therefore, the present analysis is confined largely to real 
property, this fact must not be misconstrued to imply that there are not 
discriminations and unofficial classifications in the assessment of per- 
sonalty. On the contrary, the discriminations are probably greater for 
personal property than for real property. Perhaps the lack of the 
needed data is due to the declining importance of personalty in the 
assessment. Perhaps, and more likely, it is due to the greater difficulty 
in testing personalty assessments. For real property there is a market 
price or a sale price which can, with reservations and care, be used as 
a basis for comparison. In most of the states it is normal market 
value that is contemplated as the legal basis for the tax. But for per- 
sonal property, even for merchandise, there is no such accepted basis. 1 

1 The 1923 Committee on Tax Investigation of Oregon inquired as to the bases 
for assessing merchandise and stock in trade. In twelve counties reporting the fol- 
lowing diverse bases were reported: Three used, respectively, 100 per cent, 85 per 
cent, and 80 per cent of the inventory; three used 50 per cent and one used 60 per 
cent of invoice price; one used 60 per cent of value; one used an unspecified per- 
centage of wholesale price; one accepted the statement of the owner; and one merely 
allowed 25 per cent off for shopworn goods ( Report of the Committee on Tax Imesiiga - 



UNDERVALUATION AND INEQUALITIES 


283 


Except possibly for merchandise, second-hand value is the standard 
value for tangible personalty. Second-hand goods seldom have a 
definite market value. 


I. MERE UNDERVALUATION 

It is of course easier to obtain quantitative statements of under- 
valuation than of nonlisting. Every tax official produces records of 
information on values. Besides, other public bodies are engaged in 
compiling statistics; of these bodies the Bureau of the Census is the 
most important. Its data furnish the basis for a general view. Table 62 
shows the estimated extent of undervaluation in the forty-eight states 
and the District of Columbia, between 1900 and 1922. These percent- 
ages should not be taken too seriously. They may, however, serve to 
suggest that the assessment ratios vary widely in the different states. 

No state probably ever achieved a complete 100 per cent valuation. 
There are good reasons for suspicion where anything like a full value 
assessment is claimed. The estimates of the Bureau of the Census are 
derived from various sources, among them estimates made by adminis- 
trative officials, who are charged with the task of obtaining a complete 
assessment. It is natural, therefore, for some of them to insist that 
such a valuation was actually achieved, when, in fact, this was far from 
true. It has been a common experience to have tax administrators 
indignantly reject the suggestion that their valuation was anything 
less than that legally required. New Hampshire and Wyoming in 1912 
each claimed a literal 100 per cent valuation. In contrast, Illinois, in 
1927, was given a much more modest ratio, 30 per cent for real estate 
and 25 per cent for personal property. Extensive data of sales records 
and other evidence support this low ratio. In 1927 a 100 per cent as- 
sessment was claimed for seventeen states. 1 

There is wide variation in the extent to which the valuation differs 
from estimated actual value. In several states in each of the four 

tion, p. 204). AH of these bases are clearly arbitrary in comparison with actual 
bona fide selling prices of real property sold in normal course of business. 

1 Cf . Table 63, infra, for a comparison of assessment ratios reported by the 
Bureau of the Census with those ascertained from actual sales records. Also various 
similar comparisons at proper points, infra. 
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selected years the assessed valuation fell to 30 per cent of the estimated 
actual value. Table 62 also shows that undervaluation is becoming less 
marked. If the median percentage is typical, the assessed valuation 
rose from 51.1 per cent of the estimated legal value in 1900 to 63.2 per 

TABLE 62 

Distribution of States According to Percentage of Estimated Required 
Value Represented by the Assessed Value, for Selected 
Years; Also Median Percentage for Each Year* 


Number op States 


Fee Cent 

10 * 7 1 

! 

1022 

X0Z2 

1004 , 

I 0 OO 

■ 

I— 10 l 






10. 1— 20 

2 

I 

I 



20.I-30 

5 

3 

3 

3 

3 

30.1-40 


2 

8 

8 

10 

40.1-50 

4 

9 

zo 

14 

II 

50.1-60 

7 

7 

10 

8 

10 

60.1-70 

4 

7 

7 


9 

70.1-80 

4 

12 

5 


3 

80.1-90 


6 

2 


2 

90.1-100 

17 

1 

3 


1 

Over 100 


1 










Median percentage . . . 

70 

63.2 

54-0 

! 49.7 

Si- 1 


* Wealth , Public Debt , and Taxation : Estimated National Wealth , 1922, p. 5. It should be remem- 
bered that a few states do not require a 100 per cent valuation. Allowance has been made for this 
fact, as accurately as could be done. 

f From Financial Statistics 0/ States , 1927, pp. 124-25. For state taxes on real property only. Five 
states had no tax on real property, and hence no estimate is made for them. 


cent in 1922, and to 70 per cent in 1927. The deflation of land values 
since their post-war peak is doubtless in part reflected in the high 1927 
ratios. To a large extent this increase may be attributed to the activ- 
ities of state tax commissions, which have been more adequately en- 
dowed with power during the past few decades. That this diagnosis is 
correct is proved by studies of the changes in valuations in several 
states. Thus, in Kansas, the ratio of assessed to estimated true value 
rose from 22.9 per cent in 1904 to 72.4 per cent in 1912. 1 In that state 

1 This and the following similar percentages are based upon data of the Bureau 
of the Census, Wealth, Debt and Taxation , for the respective years. 
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the tax commission began its work in 1908. In several other states 
similar abrupt increases coincide with the advent of the tax commis- 
sion- In other states the change has been less sudden, but often more 
persistent. Thus, in Wisconsin, the ratio of assessed to true value in- 
creased from 36.9 per cent in 1900 to 71.0 per cent in 1904, 75.0 per 
cent in 1912, and 85.3 per cent in 1922. In a number of states the 
changes in the ratio are erratic, suggesting, as is well known, unfavor- 
able political meddling with the functions of the tax administrator. 
Thus, in Colorado, the ratio given rose from 30.8 per cent in 1900 to 
40.4 per cent in 1904, then fell to 25.0 per cent in 1912, and rose again 
to 73.6 per cent in 1922. 

Much more important than the level of the assessment ratio in any 
state are the deviations from the level. It will appear throughout this 
chapter that these deviations are numerous and large. It will also ap- 
pear that to a large extent they are erratic, reflecting guesswork, in- 
capacity, or purposeful discrimination against individuals in the assess- 
ment. With these discriminations we shall always have to contend. 
Their elimination can be partly achieved through improved assessment 
practices, which will be discussed in subsequent chapters. 1 

n. DISCRIMINATIONS AMONG LOCAL TAXING UNITS 

Before any discrimination can be demonstrated, a test against which 
actual assessments may be checked is necessary. While various tests 
may be used, it is almost the universal practice to compare the sales 
value of properties with the assessed value. One difficulty is that deeds 
and other documents of transfer do not always record the price actually 
paid for the property. Another is that, because of the presence of 
forced sales, sales among relatives, and sales made by ignorant sellers 
or to ignorant buyers, the actual price may not reflect a fair market 
value. To select the bona fide sales is not easy. Yet, with all its short- 
comings, the sales-value method of checking is the best available.* 
Consequently, a survey of a state tax system is hardly deemed com- 
plete unless it contains a comparison of sales values with assessed val- 

1 Chaps, xvi-xviii, infra. 

* For a critical discussion of the merits of the sales-value check, in which it is 
found to be usable, when used with care, cf. H. D. Simpson, Tax Racket and Tax 
Reform in Chicago , chap. iii. See also R. W. Nelson and G. W. Mitchell, Assessment 
of Real Estate in Iowa and Other Mid-Western States *, “Iowa Studies in Business,” 
Study X (1931), pp. 7 - 37 * 
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ues. In various states such as New York, Minnesota, Kan sas, Cali- 
fornia, and others, the state tax commissions have accumulated con- 
siderable information about sales values. Analysis and interpretation 
of these data are going on; but there is still much to learn with respect 
to the real meaning of the discriminatory valuations shown by the 
sales records. 

The early comparisons of assessed values with sales values appar- 
ently had no other object than to disclose that inequalities existed, 
which ought to be corrected. That the discriminations might show 
persistent tendencies, operating for or against property in certain local- 
ities or of certain descriptions, is a later idea. Thus the Maryland Tax 
Commission of 1 91 2 secured and presented data of individual parcels of 
property in the several counties in the state. 1 But there was no attempt 
at analysis, although sale prices exceeded assessed values everywhere 
except in the city of Baltimore, and in several counties were twice as 
high. There appears also to have been no elaborate selection of bona 
fide sales. Prior to 1912, one rarely finds references to sale prices as a 
test of the adequacy of the assessment. Since then they have become a 
necessary part of almost all serious reports; there has been much re- 
finement of the test and considerable progress in the interpretation of 
the results. 

It may readily be shown that discrimination exists among counties 
and other local units. Table 63 shows differential undervaluation for a 
number of counties, cities, villages, and towns of five mid-western 
states. The differential assessment ratios are shown as averages, and 
the dispersions of individual ratios from the average of each group are 
also shown as percentages. The assessment ratios reported by the 
Bureau of the Census for Iowa, Nebraska, and Indiana are also given. 
They are seen to be considerably higher than the average assessment 
ratios found from actual sales records. There is no reason for doubting 
that the prevailing undervaluation, the wide dispersions of individual 
ratios, and the excessive estimates reported by the Bureau of the Cen- 
sus for these five states are not typical for the entire country. 3 

1 Report of ike Commission for ike Revision of the Taxation System of the State of 
Maryland and City of Baltimore , 1912, pp. 73-168. 

3 For the full effect of the dispersions, the reader should consult the original study 
from which the data in Table 63 are taken. 
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Examples of inequalities in the assessments come to light in large 
numbers from the reassessments made or ordered by the state tax 
commissions. In some cases the successive assessments show improve- 

TABLE 63 


Assessment Ratios op Real Property in Iowa, Minnesota, 
Nebraska, Wisconsin, and Indiana* 


State and Unit 

Yeas 

Number 

or 

Units 

Assessment 
Ratios on Basis 
or 

Percentage 
Deviation on 
Basis or 

Assessment 
Ratios 
Reposted by 
B rszAr or 

Census 



Number 

Value 

Number 

Value 

Iowa: 








Counties f 

1927 

4 i 

48.02 

46.62 

19.16 

18 441 


Cities 

1927 

8 

52.16 

47.53 

32.06 

25.66 V 

60 

Towns 

1927 

14 

50.29 

46.23 

3273 

28.03] 


Wisconsin: 








Countiesf 

1927 

12 

92.48 

89.71 

16.35 

15. 08] 

Not 

Cities 

1927 

3 

72.48 

67-37 

25.12 

17.31 - 

com- 

Villages 

1927 

11 

83.05 

80.91 

18.91 

I6.83J 

puted 

Minnesota: 

Countiesf 

1927 

6 

84.56 

82.03 

22.89 

20.51I 

Not com- 
parably 
computed 

Cities 

1927 

6 

83.22 

79-85 

25-97 

23.10/ 

Nebraska: 








Counties fi 

1927 

6 

56.16 

48.23 

29.88 

24.441 


Countiesf! 

1927 

6 

61.09 

56.56 

23.42 

21.48 

100 

Citiest 

1927 

4 

53-57 

53.52 

28.43 

* 5 - 93 | 

Cities! 

1927 

3 

4023 

3980 

25.81 

22 .0IJ 


Indiana: 








Cities and villages 

1928 

12 

72.26 

73 °3 

31-95 

26.12 

100 


* From R. W. Nelson and G. W. Mitchell. A ssessment of Real Estate in Iowa and Other Mid-wsiern 
States, “Iowa Studies in Business," Study X (1931), pp. 150, 151. Last column figures from Financial 
Statistics of States , 1927* p. 124* 

f Rural property, outside of cities, villages, or towns, 
t Units having full-time county assessors. 

$ Units not having full-time county assessors. 

ment toward a uniform, though not reaching a full, valuation. Table 
64 shows the degree of discrepancy among counties in Michigan in 
1906 and the noticeable improvement in succeeding years. The aver- 
age ratio, approximately 80 per cent, has not changed, but the range 
between the extreme ratios has been very much narrowed. 

That discrepancies of a similar nature exist within counties, among 








288 PROPERTY TAXATION IN THE UNITED STATES 


the smaller tax jurisdictions, and among individual taxpayers, is sug- 
gested by the comparison here presented of assessed average values 
per acre of Kansas lands separated only by township lines. It is plain 


TABLE 64 

Distribution of Counties According to Ratio of Equalized 
to Full Value in Michigan for Selected Years* 


Percentage Groups 


Number of Counties 


1006 


XQII 


1914 


1916 


55-59-9 

1 

60-64.9 

2 

65-69-9 

7 

70-74-9 

8 

75-79-9 

8 

80-84.9 

13 

85-89-9 

IS 

90-94-9 

16 

95 and above 

12 

Number of 


counties 

82 


1 

5 

7 

7 

42 

15 

5 


82 


1 

4 

4 

70 

3 

1 


83 


1 

5 

3i 

46 

1 


84 


* L-ompued irom data m tne reports 01 tne btai 
from H. L. Lutz, The State Tax Commission, p. 299. 


that the average ratio is much too low, relatively, in one township. 
The mere separation of adjoining lands by an imaginary line, in the 
absence of other determining factors, could not account for such dif- 

TABLE 65 

Average Assessed Values per Acre of Land Separated by 
Township Lines, in Certain Townships in Kansas* 

(In Dollars) 

137, 149, 129, 116, 96, 70, 91, 82, 70, 76, 73, 71 
Tnwnshin If tip 

78, 75 . 7 < 5 , 62,52,44.45,47,44,44,40,53 

* Report of Tax Commission to the Legislature , 7915, pp. 35-45. 


ferences as shown. Doubtless since 1913 improvement has taken place, 
but the degree may easily be overestimated. Inequalities of this type 
still exist. 

Discrimination among counties results in a nonproportional dis- 
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tribution of the state tax among counties; this inequality is much 
greater than the analysis up to this point indicates. As there are wide 
variations among the counties, so are there wide deviations from the 
county average within each county for the several parcels of property. 
How wide these deviations may be is indicated in Table 66, which 
shows the high, low, median, and average ratios of assessed valuation 
to sale prices of 1,355 parcels of real estate in West Virginia, by coun- 
ties. While the average for the state was 65.2 per cent, the high county 
average was 12 2.1 per cent in Tucker County, the low county average 
was 32.1 per cent in Wyoming County. But in Brooke County a lot 
that was assessed at $600 sold for $40, which means a 1500 per cent 
assessment ratio; and another, assessed at $2,000 sold for $19,000, 
which means an assessment ratio of 10.53 per cent. In Clay County a 
tract that sold for $1,800 was assessed at only $10, or .55 of 1 per cent 
of the sale price. 

The ratio for each county, for the one with the highest as well as for 
that with the lowest ratio, is itself an average of numerous items of 
property, from which the individual items deviate in both directions 
just as the individual county ratios deviate from the average for the 
state. This means that the most underassessed item in the most under- 
assessed county, and, with less probability in any other county, is 
probably underassessed to a far greater degree than the average for 
that county. Similarly, the item most overassessed in the most over- 
assessed county, and, with less probability, in any other county, is 
overassessed to a much greater degree than the ratio for that county. 
The result is that in each county, and especially in the overassessed 
counties, there are taxpayers who contribute an unfairly large part of 
the state tax, as well as of the local tax. Also, in each county, and espe- 
cially in underassessed counties, a number of taxpayers pay a low share 
of the state tax, as well as of the local tax. 

These inequalities may be demonstrated readily by using the data 
for any county in Table 66, but inasmuch as Tucker County had the 
highest assessment ratio, it may be used to advantage. The state tax 
paid, ignoring delinquencies, which would presumably occur in any 
case, based on the valuation of $9,710,059 and on the state rate for 
1929 of 13 cents per $100, amounted to $12,623. Had Tucker County 
properly been assessed at the average ratio for the state, of 65.2 per 
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TABLE 66 


Ratios of Assessments to Sale Prices of All Classes of Real 
Estate rs West Virginia Counties, 1929* 


Assessment Ratios in Percentages op Sale P rices 


County 


Barbour. . . 
Berkeley, . 
Boone 

Braxton. . . 

Brooke 

Cabell.... 

Calhoun. . 

Clay 

Doddridge. 

Fayette. . . 

Gilmer 

Giant 

Greenbrier. 
Hampshire 
Hancock . . 


Hardy. . 
Harrison 
Jackson. 


Jefferson. 
Kanawha 
Lewis 


Lincoln. . . 

Logan 

McDowell. 

Marion. . . 
Marshall. . 
Mason 

Mercer 

Mineral. . . 
Mingo 

Monongalia 
Monroe. . . 
Morgan. . . 

Nicholas. . 

Ohio 

Pendleton. 


Cases 

High 

Low 

Median 

Average 

20 

200.0 

3-3 

62.5 

80. s 

24 

132.5 

7-5 

48.8 

36.3 

30 

955-0 

18.0 

60.6 

72.2 

2; 

180.0 

i .3 

68.0 

68.2 

32 

1500.0 

8.1 

66.7 

52-1 

24 

705-3 

48.0 

79-6 

77.0 

21 

115-0 

26.7 

67-5 

83.1 

26 

200.0 j 

0.6 

35 0 

3&.0 

23 

180.3 J 

33 .i 

89.O 

83.1 

25 

280.0 

16.7 

74.2 

60.8 

20 

596.7 

3-0 

66.5 

52.2 

33 

172.7 

5-0 

48.0 

58.5 

24 

190.0 

3-6 

43-5 

52.3 

30 

107.7 

2.2 

47-7 

54-4 

18 

233-3 

12.5 

91.0 

65.6 

25 

90.9 

10. 1 

46.2 

47-9 

34 

200.0 

33-3 

66.7 

71.6 

16 

277.8 

25.0 

46.5 

43-9 

21 

457-1 

12.5 

505 

1 66.5 

23 

254.6 

15-0 

60.0 

59-5 

18 

332.0 

20.0 

673 

59-7 

24 

480.0 

17.2 

66.2 

64.5 

28 

300.0 

S-o 

52.5 

- 64.6 

26 

300.0 

4.0 

475 

85.9 

27 

j 500.0 

15.9 

82.9 

104.4 

x 9 

1 466.7 

1 19.8 

85.0 

64.1 

24 

220.0 

24.0 

62.7 

57-1 

25 

300.0 

10.9 

50.0 

50.2 

18 

2333 

26.7 

67.5 

74- 9 

23 

430.0 

8.3 

66.7 

46.6 

32 

500.0 

4-2 

42.3 

64.7 

24 

250.0 

16.7 

65.5 

69.0 

22 

540.0 

41.7 

72.8 

83.2 

28 

225.0 


<* 5.7 

72.9 

28 

220.8 


75.0 

54-6 

26 

2133 


40.7 

44-3 


used^ thougli ***l* 3 \ Z °saies* ^ ^ wr sa ^ es aa ^ e 1® x 5 a ® 1930 are 
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1 

County 

No. or 
Cases 

Assessment Ratios in Percentages or Sale Prices 

High 

Low 

Medium 

Average 

Pleasants 

19 

185.0 

44-4 

90.0 

67.3 

Pocahontas. 

29 

400.0 1 

10.0 

60.0 

68.2 

Preston 

30 

300.0 | 

25 -3 

74.3 

76.4 

Putnam 

21 

233-0 

33-3 

66.7 

67.9 

Raleigh 

23 

247.1 

4.0 

61.7 

53-2 

Randolph 

19 

508.9 

2Z.O 

90.9 

96.2 

Ritchie 

22 

233-3 

mm 

93-i 

93-2 

Roane 

19 

in . 5 


50.0 

48.4 

Summers 

30 

I 

440.0 

HI 

88.3 

82.4 

Taylor 

30 

216.9 

26.0 

71.4 

71.9 

Tucker 

26 

250.0 

66. 7 

II4-3 

122. 1 

Tyler 

23 

269.1 

20.0 

85.0 

87.1 

Upshur 

29 

313-3 

3-3 

65.6 

70.1 

Wayne 

26 

295.0 

11. 7 

82.3 

88.7 

Webster 

32 

120.0 

11.4 

69.2 

58-3 

Wetzel 

25 

140.0 

30.6 

72.2 

69*5 

Wirt 

21 

208.7 

3 8 -4 

83-3 

9i*5 

Wood 

18 

165.9 

7-8 

66.9 

64*5 

Wyoming 

25 

92.0 

8.0 

40.0 

32.1 

Total 

1,35s 

1500.0 

0.6 


65.2 


cent, instead of 122.2 per cent, the state tax on Tucker County prop- 
erty would have been only 53.4 per cent of what it was, namely $6,741, 
or $5,882 less than it was. 

One parcel of property, according to Table 66, was assessed at 250 
per cent of its sale value. On each $1 ,000 of true value the owner there- 
fore would have paid in state taxes, had his property been assessed at 
the state average, $1.30 times .652, or 86 cents. Through overassess- 
ment of his property, he paid 2.5 times that amount, or $2.15 , or $1.29 
too much. But the discrimination against this property owner in re- 
spect to local taxes is much greater. The local rate, for all purposes 
except the state tax, was $2,634 on each $100. For local purposes he 
would pay on each $1,000 full value of his property $26.34 times 1.222, 1 

1 It is assumed that if the assessment ratio were reduced to 100, the rates would 
have to be raised proportionately to raise the required revenue. 
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or $32.19. Through overassessment he paid, however, 2.5 times that 
amount or $8047, which was $58.28 too much. Thus, on $1,000 of 
property, at true value, the state tax mulcts this overassessed tax- 
payer to the amount of $1.29 for the double reason that, first, his coun- 
ty is overassessed in comparison with the rest of the state, and second, 
that his property is overassessed in proportion to the rest of the prop- 
erty in the county. On the same property the local tax mulcts this 
taxpayer to the amount of $58.28, for the sole reason that his property 
is overassessed relative to the rest of the property in the county. Thus 
the discri mina tion in the local tax is about 45 times as great as in the 
state tax. 

And the case is not exactly extreme. For in twenty-five of the fifty- 
five counties reported on, the high assessment ratio was higher than in 
Tucker County, in one case six times as high. Tucker County had the 
highest average ratio for any county; this had the effect of aggravating 
the discr imina tion in the state tax and lessening that in the local tax. 
In Brooke County, for example, where one parcel was assessed at 
1,500 per cent of the sale value, where the average assessment ratio was 
52.1 per cent, and the total local rate was $2,464 on $100, this over- 
assessed taxpayer would pay, on each $1,000 of property, at true value, 
86 cents to the state, as in Tucker County above, had the assessment 
ratio of his property been 65.2 per cent, the state average. But by 
reason of being overassessed he paid 15 times that amount, or $12.90, 
which was $12.04 too much. But in local taxes, on each $1,000 of true 
value, he would pay $24.64 times .521 times 15, or $192.46, which is 
$179.62 too much. Here the local tax mulcts the overassessed tax- 
payer to the amount of $1 79.62, or nearly 1 5 times as much as the state 
tax. 

One may readily lose one's self in an inextricable snarl of these rela- 
tionships. The inequalities in the assessment ratios do result in some 
inequalities in the state tax; but they are very much less than those 
that result in the local taxes. How stupid it is to study with a micro- 
scope the mote of inequality in the state tax and to ignore the beam of 
inequality in the local tax I How irrational it is to argue for segregation 
of state sources in order to save the expense of state equalization and 
state supervision, and to permit chaotic local assessments, such as are 
shown by the evidence to exist everywhere! 
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Variations in the assessment ratios among individual parcels are 
well shown in Table 67, which presents the ratios of assessed to true 
value, as represented by the sales records of a number of properties in 
Cook County, Illinois. 


TABLE 67 

Ratios of Appraised to Sales Value of Individual Parcels of Property 
in Cook County, Illinois, 1923 and 1926. Number of Parcels 
and Percentage of Properties in Each Ratio Group* 


Percentage of Appraised 
to Sales Value 

1023 

1926 

Number of 
Properties 

Percentage in 
Group 

Number of 
Properties 

Percentage in 
Group 

i-io 

474 

8.7 

441 

7-2 

1 1-20 

772 

14.2 

1,071 

17-5 

21-30 


24.6 

1,930 

31-7 

31-40 

1,362 

25-1 

1,449 

23.7 

4i-s° 

706 

13- 1 

655 

10.7 

51-60 

331 

6.2 

255 

4-2 

61-70 

188 

3-4 

135 

2.2 

71-80 

121 

2.2 

76 

i-3 

81-90 

77 

1.4 

50 

0.8 

9I-IOO 

54 

1.0 

30 

•5 

Over 100 

5 

0.1 

13 

0.2 

Total 

5,42i 

100.0 

6,10s 

100.0 


* Report of Joint Commission on Heal Estate Valuation of Cook County , pp. ao, ax. 


m. DISCRIMINATION LEADING TO REGRESSIVITY 

It did not take students of property taxation long to discover that 
there is a persistent tendency for assessments to discriminate in favor 
of properties of high value and against properties of low value. Though 
discriminations of this type are easily proved, their meaning was not 
at first, and still is not, fully understood. One of the earliest of these 
analy ses was presented in 1916 by the Special Tax Commission of 
Indiana. Table 68 is adapted from a paper presented by Professor 
John B. Phillips. 

One of the most elaborate analyses of the relationship between 
assessed value and sale price was made by Eric Englund, covering for a 
period of ten years Kansas urban and rural property. The results, as 
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summarized for farm real estate in Table 69, show that the regressive 
feature of the assessment is persistent. Because of its complicated and 

TABLE 63 


Ratio of Assessed to True Value of Land and 
Lots, in Thirty-six Indiana Counties* 




Ratio of Assessed 

Value 

Number of Saks 

to True Value 



(per Cent) 

Under $500 

1,834 

47-49 

500-1,000 

1,581 

46.44 

1,000-2,500 

2,698 

42.89 

2,500-5,000 

1,505 

38.44 

5,000-10,000 

734 

37.08 

10,000-25,000 

361 

33-99 

25,000-50,000 

47 

31.83 

50,000-100,000 

12 

26.8l 

Total 

8,772 




[ 1 1 / 



* “Problems of Taxation in Indiana,” Proceedings , XII (iQig), 
SgS. 


TABLE 69 

Assessed Valuation of 10,307 Parcels of Farm Real Estate in Percentage of 
Sale Price, by Value Groups and by Years, 
as Indicated, 1913-22* 

(See Text for Explanation of Group Limits) 
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composite nature, the table requires some explanation. The economic 
conditions, particularly farm values, varied so much from section to 
section of the state that to adopt uniform class limits for all sections 
would throw most of the properties of the low- value section of the state 
into the lower classes of the groupings, and throw most of the properties 
of the high-value section into the upper classes. Hence the counties 
studied were divided into classes A, B, C, D, and E, on the basis of the 
distribution of the sale prices of the properties therein. The group lim- 
its were hence not uniform for all classes. Thus, in Class B, the lower 
limits of each of the eight groups were o, $3,000, $5,000, $7,000, $9,000, 
$11,000, $13,000, and $15,000, respectively; while in Class C the cor- 
responding lower limits were o, $1,000, $2,000, $3,000, $4,000, $5,000, 
$6,000, and $7,000, respectively. In Group I of the table are combined 
Groups I of all the classes; in Group II of the table, Groups II of all the 
classes; and so on. 

The tendency to relative overvaluation of the less valuable parcels 
persisted with approximately equal force from year to year. The aver- 
age assessment ratios appeared to decline as the years passed, but this 
was partly due to the fact that the war boom in land values outran as- 
sessments, which are not adjusted every year, and not entirely, if at 
all, to less efficient assessment in the later years. The corresponding 
relationships for urban property were of the same character and were 
equally striking. 1 

There may be at least two reasons why the more valuable parcels 
are relatively underassessed and the less valuable parcels overassessed. 
The larger value of the more valuable parcel may be due to the larger 
area, or to the larger value per acre. A study by G. B. Clarke, covering 
farm properties in all sections of Minnesota, indicates that the assessor 
is not influenced appreciably by the area factor but is strongly in- 
fluenced by the value-per-acre factor. Clarke found a marked correla- 
tion between the value per acre and the ratio of assessed to sale value. 
Farms sold for between $50 and $75 per acre were assessed at 124.6 per 
cent of sale value; those sold for $50 per acre or less were assessed at 
1 10.9 per cent of sale value; while those sold for $200 or over per acre 
were assessed at only 67.1 per cent of sale value. He found a smaller 

x Eric Englund, Assessment and Equalisation of Farm and City Real Estate in 
Kansas , Kansas State Agricultural College Bulletin 232, p. 26. 
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degree of correlation between the sale value per farm and the ratio of 
assessed to true value. He also found, as is shown in Table 70, no ap- 
preciable correlation between the size and the assessment ratio. It is 
seen that 132 farms, sold for $20,000 or more per farm, were assessed at 
77.7 per cent of sale value, while farms sold for $5,000 or less per farm 
were assessed at 101.6 per cent of sale price. This is an appreciable cor- 

TABLE 70 


Average Ratio of Assessed Value to Sale Value of 577 Farms in South- 
eastern Minnesota, Grouped According to (i) Sale Value per 
Farm, (2) Size of Farm, and (3) Value per Acre, 1924-27* 



* From G. B. Clarke, “The Assessment System of Minnesota in Its Relation to Equality of Taxa- 
tion,” Journal of Farm Economics , XU (1930), 573-87* 


relation, but a good deal less than that between the value per acre and 
the assessment ratio. The correlation between the size of tie farm and 
the assessment ratio is not striking, but it appears that very small and 
very large farms are favored, taking assessment ratios of 85.5 per cent 
and 85.0 per cent, respectively, while the average ratio for all the farms 
was 92.3 per cent. 

Table 70 covers data for the southeastern section of the state only; 
but Mr. Clarke found the same relationships to apply throughout the 
state. 1 He also found them to apply, though less definitely, to urban 

1 “The Assessment System of Minnesota in Its Relation to Equality of Taxa- 
tion,” Journal of Farm Economics , XU (1930), 578. 
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property. If this is true, and it appears to be a plausible explanation, 
then the prevailing propensity of the assessor for regressive assess- 
ments may be nothing but an old and familiar practice, appearing in a 
different manifestation. It has been a natural practice for the assessor, 
individually or through tacit or explicit agreement, to fix a standard 
value per unit of property in his district — so much per acre of land, so 
much per cubic foot of a building, so much for each horse, and so on. 
He appears to be tolerably capable of ascertaining the units in a parcel 
of property, but considerably at sea when making allowance for devia- 
tion in quality, better or worse, from the standard-quality unit. With 
land, the effect of this preference accorded to the best, and the dis- 
crimination against the poorest, must be unfortunate. It operates to 
depress the value of marginal or near-marginal land, and to enhance 
the value of the best grades. 

IV. URBAN AND RURAL PROPERTY 

One of the assertions most frequently heard is that urban property 
is overassessed relative to rural property. But assertions of an opposite 
nature are also often made. 1 Table 71 shows not only the regressive 
character of the assessments in Virginia in 1914, but also that urban 
property was, on the average, assessed at a higher percentage of true 
value. The ratio for the counties was 33.5 per cent, for the cities It was 
53.1 per cent. It appears, moreover, that the deviations from the aver- 
age were considerably narrower for urban property. In other words, 
not only was urban property assessed a higher percentage of true value, 
but it was also more equitably and more uniformly assessed. 

On the other hand, data secured by the Illinois Agricultural Associa- 
tion covering the years 1924-28 indicate that, in Illinois, the assess- 
ment ratio was higher for farm lands than for town and city real estate. 
As shown in Table 72, the ratio for farm lands was 38.52 per cent com- 
pared with 35.64 per cent for town and city lots, and 37.39 per cent for 
both classes. Only the counties showing the extremes and the averages 
are given in the table. 

In Table 73 is presented a comparison of the ten-year average as- 
sessment ratios for the eight groups of farm real estate of Kansas with 
similar assessment ratios for dty real estate in sixteen counties. The 

* The data in Table 63, supra, would indicate higher assessment ratios for urban 
fond in Iowa, but lower ratios in Wisconsin, Minnesota, and Nebraska. 
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same grouping is used as in Table 69. It will be seen that the ratios for 
city real estate run about 10 per cent higher throughout the eight 
groups. 

TABLE 71 

Assessment Ratios op Cities and Counties, Virginia, 1914* 


Value of Property 

Ratio, as Given 

Ratio, Reduced to a ioo per 
Cent Basis 

Counties 

Cities 

Counties 

Cities 

Under $500 

46.7 

59-8 

*39-4 

112.6 

500-1,000 

39° 

58.2 

**9-4 

109.6 

1,000-3,500 

364 

56.5 

108.7 

106.4 

2,500-5,000 

32.7 

56.0 

97.6 

105-5 

5,000-10,000 

; 3 1 • 1 

53° 

92.8 

99.8 

Over 10,000 

; 28.1 

48.2 

83.9 

90.8 

Total 

33-5 

53-i 

100.0 

100.0 


* A. E. James, “Measures of Relative Tax Burdens,” Publications of the American Statistical Asso- 
ciation, XV, 86-93. 


TABLE 72 


Ratio op Assessed to Sales Values op Real 
Estate in Selected Illinois Counties, 
1924-28* 


County 

Percentages Assessed Were of 
Sales Values 

Farm Lands 

Town and 
City Lots 

Weighted 

Average 

johnsonf 

60 

6l 

60 

Clayt 

62 

33 

5 ^ 

Saline} 

3 * 

23 

29 

Champaign! 1 

29 

29 

29 

Stale 

38.5a 

35-64 

37.39 


* From analysis made by Illinois Agricultural Association. 
Taken from Tenth Annual Report Illinois Tax Commission, pp. 75-79. 
Only four counties are here shown. The original investigation covered 
most of the counties in the state. 

t Highest average for town and dty lots. Also highest weighted 
average for both farm lands and town and dty lots. 

t Highest avenge for farm lands. Also widest spread between 
farm lands and town and dty lots. 

$ Lowest average for town and dty lots. 

H Lowest average foar faun lands. Also tied with Saline for low- 
est weighted average for both farm lands and town and dty lots. 
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The relatively greater uniformity of city property assessments in 
Kansas during the ten-year period may be seen from Table 74, which 
shows the coefficients of dispersion for all the parcels studied. In all 
but two of the ten years the deviation was greater, sometimes con- 
siderably greater, in the farm real estate ratios. 


TABLE 73 


Comparison of Assessment Ratios or Farm and City Real 
Estate in Kansas, 1913-22, Inclusive* 


Assessment Ratios by Value Gaoupsf 
(p ex Cent) 


Estate 

All 

Groups 

1 

n 

m 

IV 

n 

VI 

vn 

vm 

FaimJ 

65.6 

jjjfi 

E7»^EV 



66.4 

6 S -3 

62.3 

58.7 

City§ 

73-3 





76. s 

74 - S 

70.9 

69.1 


* Englund, Assessment and Equalisation of Farm and City Real Estate in Kansas , pp. 26 8. 
f For explanation of grouping, see text preceding Table 69, supra. 

| Fifteen counties. 

§ Sixteen counties. 


TABLE 74 

Average Coefficient of Dispersion of Ratio of 
Assessment to Sale Price (i) of Farm Real 
Estate in Ten Counties and (2) City Real 
Estate in Six Cities, in Kansas, 1913-22* 


Year 

Ten Counties f 

Six Cities £ 

*9*3 

.248 

.164 

*9*4 

.220 

.204 

19 is 

.207 

.172 

1916 

.222 

.194 

1917 

.224 

.219 

1918 

.190 

.164 

1919 

.223 

.220 

1920 

.217 

.227 

1921 

.216 

.229 

I922 

.238 

.179 


* Englund, Assessment and Equalisation of Farm and City Real 
Estate in Kansas, pp. <6, 57. The coefficient of dispersion is the aver- 
age deviation divided by the average ratio of assess men t to sale 
price. 

f Bourbon, Chase, Cherokee, Comanche, Decatur, Meade, 
Leavenworth, Reno, Rooks, Shawnee. 

t Hutchinson, Leavenworth, Manhattan, Fort Scott, Topeka, 
Winfield. 
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Precisely to what extent these Kansas owners of property more 
valuable than the average are relieved of their taxes, and others there- 
by mulcted, is not easily said. According to Englund’s computation, 1 
however, these owners were, during the period of 1913-22, relieved of 
7.88 per cent of their taxes on farm real estate and of 5.25 per cent on 
city real estate; while the burden on the less valuable properties was 
increased by 9.23 per cent on farm real estate, and by 9.17 per cent on 

TABLE 75 

Excess Tax, ox Tax Relief, on Account of Deviations in the 
Assessment Ratio from the Average Ratio 
in Kansas, 1913-22* 


Value Geou? 

Faxic Real Estate 

City Real Estate 

Per $x jooo of Sale 
Price 

Per Parcel of 
Property 

Per $ 1,000 of Sale 
Price 

Per Parcel of 
Property 

I 

$3-029 

$ 3- 70 

$8,644 

$1.52 

n 

I.662 

4.27 

5-744 

2.78 

m 

Z.ZI 4 

4-45 

3-5I5 

2.88 

IV 

0.665 

3-66 

2.624 

2.82 

V 

O.II2 

0.77 

1.666 

i-45 

VI 

-0.044 

— 0.38 

0-439 

0-75 

vn 

-0.497 

- 4-83 

—0.865 

—2.16 

vm 

— 1.042 

-17.67 

“1-549 

—9.22 


* Englund, Assessment and Equalisation of Farm and City Real Estate in Kansas, pp. 31 , 32 . The 
minus signs indicate that the tax was less than proportional. In the groups showing no signs, the tax 
was greater than proportional. 


city real estate. Table 75 indicates these excess payments, in relation 
to the purchase price of the property, and the amount of the excess per 
parcel of each group of properties. It also indicates the extent of the 
escape from tax payment, similarly stated. This manner of presenta- 
tion serves well to bring out the facts that the discrimination operates 
severely against the least valuable properties, and that disproportion- 
ate relief is accorded the owners of the most valuable properties. 

V. DISCRIMINATIONS AMONG PROPERTIES OP 
DIFFERENT INDUSTRIES 

Numerous attempts have been made to prove that this or that in- 
dustry is overtaxed or undertaxed. Many such complaints have been 
1 Op. cit p. 30. 
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made by interested taxpayers and are thus open to the suspicion that 
the evidence may have been selected for the purpose of proving the 
case, regardless of the facts. It is even true that the findings of official 
committees or commissions have at times been unduly concerned with 
proving certain industries to be overtaxed. However, trustworthy evi- 
dence is not entirely lacking. 

The practice of sectional discrimination probably occurs in all 
states. Of the assessment in Virginia for the year 1914, after a statis- 
tical analysis had been made, it was said that “speaking generally, the 
cities were assessed more nearly at the true value than the country; 
Tidewater more than the interior; the Southwest mountain country 
was assessed the lowest of all.” 1 The inequalities ranged from an aver- 
age ratio of 12.5 per cent in Carroll County to 76.5 per cent in Freder- 
icksburg City. Lots in counties were assessed on the average at 38.5 
per cent and lands in the same counties at 30.2 per cent. Experts in 
Indiana secured records of transfers in thirty-six counties, checked the 
assessed valuations, and reported that the average assessed value of 
lands and lots in these thirty-six counties was 37.79 per cent of the true 
value in 1916: 

The counties in which lands and lots were assessed at the lowest percent- 
age of the true value, were Allen (32.7), Carroll, (30.18), La Grange (31.39), 
Lake (25.15), Miami (29.01), Porter (31.53), Starke (22.53), Tipton (32.04). 
These counties are all in the northern part of the state. 

Counties in which lands and lots were assessed at the highest percentages 
of true value were Bartholomew (45.02), Clark (58.96), Crawford (58.02), 
Floyd (72.72), Harrison (44.81), Johnson (50.39), Ohio (45.50), Scott (41.90)1 
Switzerland (44.78), Vanderburgh (59.49). These counties are in the south- 
ern part of the state. All but two border on the Ohio River. 

It has been pointed out that one reason for this underassessment in the 
northern half of the state may be due to the location in this region of public 
utility corporations, especially railroads, to a far greater degree than in the 
southern, and especially the river counties. The great railroad systems, 
stretching from Chicago to the Atlantic seaboard, pass through northern 
Indiana. The valuation of these railroads, fixed by the state board of tax 
commissioners, is apportioned to the counties and townships on a mileage 
basis. In some of these counties approximately one-half of all the taxes is paid 

1 James, * ‘Measures of Relative Tax Burdens,” Publications of the American 
Statistical Association , XV, 82. 
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by railroads and utilities assessed by the state board. It is said that in such 
cases, the township assessor is tempted to assess his neighbor’s property at a 
low figure, in an effort to get the burden onto the railroads. In the southern 
counties, where the precentage of the taxes paid by the railroads is a very 
much smaller part of the total, township assessors are not exposed to the 
same temptation.* 

Table 76 shows the discrepancies in the assessments of different 
classes of property of two Wisconsin counties; it also shows discrimina- 
tion in favor of the property of Racine County, which is chiefly indus- 

TABLE 76 


Ratio of Assessed to True Valuation of Personal Property, Classified 
by Occupational Groups, in Racine and Monroe 
Counties, Wisconsin, 1907* 


Occupational Geoeps 

Racine County 

Moneoe County 

Number 

Inspected 

Ratio 

Number 

Inspected 

Ratio 

Total 

1.357 

28.86 

882 

48.51 

Fanners 

607 

SO - 20 

600 

66.00 

Merchants 

506 

32.38 

158 

58.39 

Manufacturers 

83 

21.84 

14 

28.32 

Trades and profes- 





sions 

37 

35-90 

5 

59-58 

Public service 

18 

34.62 

6 

53-34 

No occupation 

16 

75-29 








* Adapted from H. L. Lutz, The State Tax Commission , p. 255. 


trial in character, as against the predominantly rural property of 
Monroe County. In both cases the property of farmers is discr imin ated 
against, while that of manufacturers is favored. The worst plight seems 
to be that of the property which belongs to persons having no special 
occupations. In Racine County, where the average ratio for all the 
property investigated was 28.86 per cent, that of manufacturers was 
21.84 per cent, and that of persons belonging to no particular occupa- 
tion was 75.29 per cent. 

Table 77 is based upon the study made for the Cook County commis- 

x Phillips, “Problems of Taxation in Indiana,” Proceedings, XII, 89 ff. On the 
basis of data presented by the Special Tax Commission of 1916. 
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sion cited above. The properties are classified according to their use 
and type. The year 1923 was that of a regular quadrennial assessment. 
The next assessment was made in 1927. The only striking change was 
the increase in the assessment ratio of vacant land. The 1927 assess- 
ment never became effective on account of the order by the state tax 
commission for a reassessment. 1 As will be seen, the extreme assess- 


TABLE 77 

Assessment Ratios op Chicago por 1923, 1927, and 1928, by 
Classes op Properties* 


; 

Class of Property 


1 Q 27 

Reassess- 
ment, 1928 

j(per Cent) 

Number of 
Properties 

Assessment 
Ratio 
(per Cent) 

Number of 
Properties 

Assessment 
Ratio 
(per Cent) 

Office buildings 

23 

59-9 

22 

56.7 

34 99 

Industrial 

127 

43-5 

1 20 

43-8 

24.2 

Commercial — wholesale and retail 

496 

39-9 

451 

39*0 j 

26.8 

Miscellaneous and unclassified . . . 

318 

38.7 

254 

35-3 

30.6 

Apartment buildings 

1,368 

37.4 

1.581 

34.9 

27.O 

Hotels, theaters, and amusements 

32 

37-2 

31 

331 

34 96 

Combination business and resi- 






dence 

562 

34-6 

5^4 

34.7 

27.O 

Two-flats and duplexes 

610 

32.1 

848 

33-* 

27.8 

Single-family residence 

1,039 

31*6 

x,295 

32.6 

28.2 

Vacant land 

354 

19.7 

842 

35-2 

35-0 

Total 

5,429 

35-4 

6,017 

35-9 

27.8 


* Simpson, Tax Racket and Tex Reform in Ckicage , pp. 3&-40, 50-55* 71-74, 174-76. 


meat ratio of vacant land in 1923 had already been remedied in 1927. 
While the other extreme ratio of 59.9 per cent for office buildings in 
1923 was reduced to 34.99 per cent in 1928, the reassessment appears 
to have remedied the inequalities only in part, and in some cases to 
have widened the discrepancies. 

Railroad and other public utility property is usually valued at a 
different level, higher or lower from that of other property, partly be- 
cause of the fact that such property is now generally assessed by the 
state tax commission or some central state body. The valuation thus 

1 Cf. chaps, arfv and xv, infra. 
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established, whether at a higher or a lower level than for other property, 
must necessarily be at the same level throughout the state. Since 
assessment ratios of the counties and smaller divisions differ among 
themselves, for other property, the percentage at which such centrally 
assessed property is valued must necessarily differ from that of other 
property in most of the counties. If we may judge from the number of 
cases of this kind that have found their way into the courts, we must 
conclude that there is a great deal of discrimination of this sort, and 
also a great deal of difficulty involved in obtaining relief. 

It is obviously illegal, where the uniformity rule and a ioo per cent 
valuation requirement prevail, to undervalue any property. That be- 
ing done, however, discrimination should be eliminated by the county 
or state equalizing agencies. The courts have often refused to assume 
jurisdiction, unless every administrative remedy has been exhausted. 
“The findings of a board of equalization must be so manifestly wrong 
that reasonable minds could not differ thereon before this court will 
disturb them.”* This is, in substance, the position the courts generally 
assume. The discrimination must not only be conspicuous but it must 
be proved to be intentional and continued. Mere errors of judgment 
do not establish a case; for the courts necessarily admit that complete 
uniformity is unattainable and that a certain amount of discrimination 
must necessarily obtain. To establish a case so securely as is required is 
obviously difficult and costly; and presumably many concerns endure 
discrimination rather than bring suit, especially since such suits do not 
increase the popularity of the plaintiff. 

Moreover, it has not always been sufficient to prove material, in- 
tentional, and continued discrimination. The supreme court of Ne- 
braska refused to assume jurisdiction in the case of Lincoln Telephone 
and Telegraph Company v. Johnson County ? The company petitioned 
for a reduction of its assessment to 73 per cent of actual value, that 
being the percentage at which general property was assessed while the 
plaintiff’s property was assessed at full value. But the court sustained 
the lower courts in holding that the proper remedy was not to reduce 
the valuation of the plaintiff’s property, but to raise all the under- 
valued properties to the full valuation required by the constitution of 
the state. To lower the valuation as prayed for, would be in plain viola- 

* Woods v. Lincoln Gas and Electric Light Co 74 Nebr. 931. 

. * 166 N.W. 627. 
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tion of the constitution, while to raise the undervalued properties 
would be exactly what the constitution required. To such a violation 
the court would not make itself a party. 

Legal and logical as this decision may be, it left the plaintiff with- 
out a remedy; for it is impossible, especially at the instigation of the 
plaintiff, to increase the assessment on all other items of property. 
While this was not the rule in most of the states, it continued to be 
held in Nebraska until upset by a recent decision of the United States 
Supreme Court. 1 The assessor valued that part of a Missouri River 
bridge which was located in Nebraska at $600,000. Upon complaint 
of excessive valuation, the county board of equalization raised the 
valuation to $700,000. The original $600,000 valuation appeared to 
the state court approximately a fair 100 per cent valuation. It ap- 
peared also that farm property in Dakota County was valued at 55.70 
per cent of full value while the urban property was generally valued 
at 49.29 per cent. Despite these facts, the court refused any remedy 
except that of having all the undervalued property raised to its full 
value. 

The case was carried to the United States Supreme Court, which 
ordered a lowering of the valuation consistent with the facts. Since 
the remedy of the state court was clearly impossible, it was no remedy 
at all; and plaintiff would be left without redress for a proved wrong 
which, in this case, was held to be a violation of the Fourteenth Amend- 
ment. This decision will probably prevent some of the worst cases of 
this form of discrimination, but it cannot prevent all of them. For the 
court was careful to point out that for such remedies the wrong must 
be material, intentional, and definitely injurious to the plaintiff. 

VI. DISCRIMINATIONS BETWEEN REAL AND 
PERSONAL PROPERTY 

Concerning the discrepancy between personalty and realty it is not 
easy to speak in detail. In the Virginia analysis it was found that the 
ratio for real estate was 38.5 per cent, while the ratio for tangible per- 
sonal property was 46.8 per cent. 2 A. E. James has described the con- 
dition: 

1 Sioux City Bridge Co. v. Dakota County, 260 U.S. 441* 

3 James, op. cit p. 85. 
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The following conclusion can be drawn relative to the taxation of tangible 
personal property. This property on the whole is somewhat better assessed 
than is real estate, a fact not always brought out in reports relative to taxa- 
tion. Many writers have visited upon tangible personal property the odium 
very properly borne by the assessment and taxation of intangible personal 
property. As a matter of fact, tangible personal property partakes very 
largely of the condition of real estate. It is in view and most of it can be 
counted. It is available for appraisal in quantities whose values are fairly well 
known to the average man. The opportunities for underassessment are 
rather less than those for the undervaluation of realty. The main defect of 
the assessment of tangible property arises rather from the failure to list the 
property at all than from failure to list it at a reasonable value. 1 

In comparing different types of intangible personal property, cir- 
cumstances are different. As shown above, a note, money or deposit, 
or a bond can hardly be assessed at much less than par. Consequently 
such intangible property as is caught pays at a rate much heavier than 
that paid by real estate and tangible property, though equity demands 
assessment at the same level. 

In conclusion, the uniformity rule is modified perhaps as effectively 
by illegal differential assessment-ratios for different properties as by the 
illegal nonlisting of taxables, and perhaps as much as by the legal ad- 
justments of exemptions and classification. It is ludicrous to speak of 
proportional taxation of general property. There is, in fact, no such 
thing. But the battered uniformity is still further seriously modified 
by delinquencies in tax payments, which are the subject of discussion 
in the chapter following. 


1 James, op. tit., p. 85. 



CHAPTER XIH 

COLLECTION AND DELINQUENCY 


Of all the stages in the administration of the general property tax, 
the final stage, that of collecting the taxes extended on the roll, is the 
least explored, yet most in need of careful study. It should be a rela- 
tively simple matter to collect the tax, once it has been extended on the 
roll and a proper warrant has made it a legally collectible claim. On 
paper, at least, the collector has adequate authority; the tax is usually 
prior to all other claims; barring fraud and illegality in the levy and 
assessment, nothing should stay the collection. In five states 1 the an- 
cient practice of imprisoning the delinquent taxpayers is still per- 
mitted by law, though probably rarely if ever employed. 

In actual experience the due date for taxes is, in effect, a sort of 
judgment day on which the tax claims are segregated into wheat and 
chaff. Those who fail to appear before the collector’s window have 
various motives. There are the careless taxpayers who simply forget 
to pay on time, and who will presumably pay with interest and penal- 
ties later on, and those who have neglected to “exhaust their adminis- 
trative remedies” before the assessing and revising bodies. There are 
the improvident or unfortunate persons or corporations who simply do 
not have the money to pay, because of individual or general misfor- 
tunes; some of these will also ultimately pay. There are those who con- 
test taxes on the ground of improper or illegal imposition or assessment. 
There are some, many more in fact than is commonly believed, who 
deliberately refrain from paying taxes because the value of the property 
does not justify the payment Some refrain because they hope, not 
infrequently with good reason, that the collector cannot or will not 
collect And some, to make the list no longer, “stall” or “strike,” 
hoping to force some adjustment through a “taxpayers 7 strike ,” 2 or 
to “compromise 75 the taxes with the officials, legally or otherwise. 

1 Delaware, Maine, Massachusetts, New Hampshire, and New Jersey (for per- 
sonal property taxes only). 

3 At the time of writing (May, 1931) rivk organizations of Chicago are appealing 
to taxpayers to abstain from the “taxpayers 7 strike, 77 which was fomented by a 
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Among the accessories, before and after the fact of delinquency, are 
still more variegated groups. There are legislators who appropriate 
funds too freely and do not provide adequate supplementary sources 
of revenue, thus necessitating property taxes beyond the “saturation 
point,” and who also fail to enact adequate measures for handling de- 
linquent property. There are local budget-making officials whose pow- 
ers of appropriation are not balanced by an adequate sense of responsi- 
bility. There are assessors and reviewing bodies who permit excessive 
assessments. Inefficient and fraudulent collectors must bear part of 
the blame. And finally, but not least, there is a variegated list of “tax 
sharks,” “tax fixers,” “tax attorneys,” “tax certificate financiers,” 
some legitimate, but many at least questionable, who, besides aiding 
in the settlement of bona fide disputes, often make lucrative business 
for themselves by creating adjustment claims where none would other- 
wise be raised. 


I. COLLECTION 

It is extremely difficult and precarious to reduce the innumerable 
details of the collection procedure to either a tabular or a textual state- 
ment. Even in a single state, especially in an older state, where the 
practice has been adjusted to local whims and needs, some of which 
have lost their validity, the details defy description. Only the principal 
features can be described; even these are uncertain, because the prac- 
tice often differs from the law, in varying degrees and from place to 
place. 

A. AGENCIES OF COLLECTION 

No state collects all its revenue entirely through one agency. The 
collection of license fees is often assigned to administrative officers as 
an incident in the regulation of industry. Certain property taxes paid 
by corporations whose property is assessed by other than local assessors 
are sometimes collected by other than the regular collector. Delinquent 

group of real property owners and which, is believed to be responsible for a large part 
of the delinquency of more than $170,000,000 of the 1929 Cook County property 
taxes due May 15, 1931. This enormous initial delinquency has since been greatly 
reduced. 
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taxes may be assigned for collection to the sheriff who, in some states, 
is also the regular collector. Even the assessor is sometimes required to 
collect taxes on personalty, if he has reason to fear these taxes will 
otherwise become delinquent. 

There are various collection units and agencies. But usually the 
county is the unit and the county treasurer the collector. In New 
England, however, the town collector collects practically all property 
taxes. This official is usually elected, especially in those towns that 
have become large cities; but where there is no elected collector, the 
town treasurer or the constable may act as collector. From the sums 
collected, the amount required by the state is certified to the state 
treasurer. The town is responsible for the amount required; and the 
state officers may, if the amount is not all paid, levy upon and sell for 
the satisfaction of its claim, not only the property of the town, but also 
the property of its inhabitants. In such cases, however, the inhabitant 
whose property has been seized has recourse against the town with 
interest, in Vermont at the rate of 12 per cent. The New England in- 
fluence has extended to Illinois (in part), Michigan, New Jersey, New 
York, and Wisconsin, where there are no county collectors. 

In Idaho the county assessor collects the taxes on personal property. 
In Texas the sheriff may be both assessor and collector in counties 
having less than 10,000 population. The sheriff is the tax collector in a 
number of widely scattered states, namely, Arkansas, Illinois, 1 Ken- 
tucky, 2 Louisiana, 3 Mississippi, 4 North Carolina, Oregon, and West 
Virginia. In another group, including Florida, Georgia, Maryland, 5 
and Pennsylvania,* the collector is elected or appointed as such. In 
Tennessee the county trustee collects the taxes. 

In about one-third of the states there is, or may be as a matter of 
local option, separate collection of city, town, and county taxes. The 

1 In counties not under the township form of organization only. In Cook County 
the county treasurer collects the amount remaining uncollected by the town collec- 
tors after a specified period. 

3 Except in cities, where some other official may be designated. 

3 Except in Orleans parish, where a special tax collector is provided. 

4 Except that municipalities have their own collector. 

s For state and county taxes, and for the tax on intangibles, only. 

6 Except for certain cities and townships. 
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several taxes of these different units may, moreover, be collected at 
different times. To the feature of paying the taxes in instalments, 
which may result from having several collectors, there is no objection. 
But it seems to be an unnecessary duplication to have more than one 
collector in each county, just as it is unnecessary to have more than 
one assessed valuation to levy taxes on. 1 

Where the county treasurer, or town or city treasurer, is ex officio the 
tax collector, the problem of compensation is ordinarily solved by pro- 
viding for a straight salary. Fees and commission sometimes consti- 
tute the compensation; in this case the collector usually receives a per- 
centage of the money collected, and the state and the county share the 
cost. The fee or commission system is fraught with chances for abuse. 
In general, the method has resulted in collecting those taxes easiest to 
collect, and neglecting the rest. But the political evils of the commis- 
sion system are much greater. In the rapidly growing tax jurisdictions, 
the amounts collected are so large in proportion to the effort, the indi- 
vidual items often being very large, that the collector would be paid 
hundreds of thousands of dollars in certain parts of the state on a per- 
centage which would hardly provide compensation sufficient to induce 
anyone to undertake the work in other jurisdictions. It is almost im- 
possible by any system of classification to maintain for any length of 
time any reasonable relation between the compensation and the work 
done in the different collection districts. 

A brief description of the collection system of Illinois will exemplify 
(i) the difficulty of reducing a description of a tax collection system to 
a brief statement, particularly in a tabular form; (2) the impropriety of 
the small collection districts; and (3) the unwieldiness of the commis- 
sion form of compensation. The concurrent influences of the southern 
source of her population, favoring a county-unit local government, and 
of the northern source, favoring the county-township-unit local govern- 
ment, fastened upon that state a provision in the constitution of 1848, 
allowing the counties local option as to which form they would choose. 
The county form has declined in number, to sixteen at the present time, 
in the southern and less populous part of the state. In these sixteen 
counties the sheriff is ex officio collector, without extra compensation. 

x Cf. National Industrial Conference Board, State and Local Taxation of Property , 
Table 17, pp. 207-13, for a tabular presentation of details on the collection of cur- 
rent taxes. 
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In the eightv-five counties organized on a county-township basis, and 
in Cook County for which special provision has been made, the county 
treasurer is ex officio the county collector; and there are elective town 
collectors, except in the seven towns of Cook County entirely within 
the corporate limits of Chicago. The county collector is also ex officio 
town collector of any part of the extended taxes not collected within a 
specified period after the due date. 

Prior to 1917 the commission for town and county collections was 
3 per cent in counties of the first class (population of 25,000 or less), 
2 per cent in counties of the second class (population of 25,000 to 
100,000), and if per cent in counties of the third class (population over 
100,000), except that on collections for cities, villages, and other 
municipalities, the commission was only 1 per cent, and, money paid 
to the county collectors by the town collectors excepted, the commis- 
sions were if, 1 and f of 1 per cent in the three classes of counties, 
respectively. In 1917 the town collectors in the first and second class 
counties were abolished, the county collector becoming responsible for 
the entire amount. There were limits of $1,500 in the two first classes 
of counties and of $4,000 in the third class. In 1927 the rate was again 
changed to 2 per cent for all counties, with a maximum commission of 
$1,500 in all counties with population not exceeding 300,000 and $10,- 
000 in all others (Cook County). But the county boards, and the town 
boards in Cook County, may vote more if necessary. Within the maxi- 
ma specified, if a town’s boundaries coincide with those of a village, 
the village council may vote to spend more. 

The classifications are so complicated as to be almost unintelligible 
to an outsider and must be rather elaborate even to the natives. It 
would seem that nothing but a larger collection district, presumably 
the county, will reduce the costs to such a basis that a salary can be 
paid for the service. 

B. THE PROCESS OP COLLECTION 

In only a few states 1 is the collector required to send a tax bill to the 
taxpayer. This is done in many states, however, without legal require- 

1 Florida, Idaho, Illinois, Massachusetts, Michigan, Montana, New Hampshire, 
New Jersey, Utah, and Wyoming. In Kansas, Maryland, Nevada, North Dakota, 
Virginia, and Washington, also, are notices sent, under certain conditions, such as on 
real estate taxes or on personal property taxes only. 
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ment. Failure to receive such notice will not relieve any taxpayer of 
the duty to pay, or of the consequence of not paying. 

Where the town collector collects all property taxes, there need be 
no particular arrangement about the place of payment. Where there 
is only one collector in each county, it is inconvenient to make all pay- 
ments at the county seat; and it is equally inconvenient in many 
large cities to make all payments at the city hall, so various ar- 
rangements are resorted to for the convenience of the taxpayer. 
In a few states, such as Arkansas, New Jersey, New Mexico, North 
Carolina, Ohio, and Virginia, the county collector is required to 
be in attendance for the receiving of taxes at convenient 
points in the county, say, in each election district or in each 
magisterial district. In California and Michigan the collector some- 
times makes personal visits to collect. It is a common practice to ar- 
range with banks to receive payments from resident taxpayers, by 
furnishing them a statement for each taxpayer. There the payment 
may be made by check, the bank transmitting by check to the col- 
lector, unless a county deposit is maintained at the bank. The col- 
lector similarly transmits by check (warrant) to the state treasurer or 
other proper official. The public treasurers, quite properly, seldom 
have much cash on hand, most of their business being done by transfer 
of deposit credit. 


C. TIME OF PAYMENT 

The time of payment is important. The processes of listing, valua- 
tion, equalization, the computation of the tax rate, and the extension 
of the taxes on the roll, require time; hence considerable time elapses 
between the date of the assessment and the date when the taxes are 
due, in some states this period is as much as one year. It is desirable 
that payment should be due at the time of the year at which money is 
relatively abundant. Or it may be more important to the taxpayers to 
be allowed to pay in instalments. Instalment payments are also of 
importance to the treasury, for if the taxes are all paid in a short period 
during the year, the treasury must adjust itself to a feast-and-famine 
program or must borrow. For efficiency in collection it is also important 
that the due date shall not be too long deferred after the day of assess- 
ment. 
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Strangely enough, the majority of states do not permit payment of 
taxes in instalments. Fourteen states 1 and the District of Columbia 
permit payments in two instalments, the second half being payable 
after intervals of from three months in California to eight months in 
Wyoming. Six states 2 permit the second half to be paid about six 
months after the first without penalty, provided the first half is paid 
before it becomes delinquent. If it is not paid when due, the entire sum 
becomes delinquent. The only objection to instalment payment is the 
extra cost and work for the collector; but that disadvantage would 
seem to be much more than offset by the convenience of instalment 
payment to the taxpayer and the treasury. 

The collection being the final step in the administration of the 
property tax, we should expect, and we find, that the time of payment 
depends upon the time chosen for some of the earlier processes. The 
assessment day of the southern states is on or soon after January 1. It 
occurs later as we move northward, until after June 1 there are few 
tax days. The due dates begin on September 1 and trail off until after 
March there is only one due date . 3 In no state where the due dates are 
uniform, do they fall in April, June, July, and August, for the first or 
the only instalment. There is thus a period of roughly eight months 
between the assessment day and the due date. The due date for the 
first or the only payment comes after the harvest. It is not always the 
same for real and personal property; and some states provide that 
taxes not secured by real estate may be due upon assessment or upon 
demand, but this provision is generally a dead letter. In about a dozen 
states the due date is determined by the date upon which the roll is 
given to the collector, a date sometimes limited only within a certain 
period. Frequently the taxes of the various local governments are not 
all due at the same time; and the dates may vary among the towns and 
cities of the same state. 

In all states, a period is allowed after the due date before the taxes 
become delinquent. The variations in this period of grace are interest- 

1 Arizona, California, Colorado, Idaho, Indiana, Iowa, Minnesota, New Mexico, 
New Jersey, New York, North Dakota, Ohio, Oregon, and Wyoming. 

a Kansas, Montana, Nevada, Oklahoma, South Dakota, and Washington. 

3 New Jersey, May 15, except possibly in some of the eleven states in which the 
date is variable or not specified. 
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ing. In thirteen states 1 and the District of Columbia, the period is only 
thirty days. In two others, 2 it is forty-five days. In nine, 3 it is sixty 
days. In two, 4 it is seventy-five days. In six 5 , it is ninety days. In 
two, 6 it is five months; in Florida, six months; in Tennessee, seven 
months; and in Kentucky, ten months. Very long periods between the 
due date and the delinquent date are misleading, however, because 
forfeiture of discounts and penalties are imposed for delays of less than 
the periods stated. The remaining states have varying periods for 
different taxes and for different localities. 7 It is difficult to see why 
more than thirty days is needed. In practice, the taxes are not paid 
during the early part of the period of grace anyway, and most of the 
amount is paid in the last few days. A short period of grace will facili- 
tate collection, and shorten the interval between the assessment date 
and the effective due date. It will also reduce the nonpayment of taxes 
resulting from the removal from the district of movable property. 

3>. STIMULI TO PROMPT PAYMENT 

Legislative attempts to induce prompt payment of taxes sometimes 
assume the form of rebates or discounts. For example, in Kentucky, 
taxes due on March i are entitled to a rebate if paid before September 
i; they become delinquent on December i. The discount in West 
Virginia is 2.5 per cent; in Florida it is 2 per cent, if the tax is paid dur- 
ing November, and 1 per cent if paid during December. In Washing- 
ton it is 3 per cent if the tax on realty is paid in full when the first half 
is due. Discounts occur only in fifteen states, and they are not usually 
allowed on state taxes, while for the local taxes they vary from place to 
place, being permissible, if desired by the localities, up to 10 per cent in 
Maine, where the highest discount is allowed. 

1 California, Connecticut, Idaho, Illinois, Iowa, Maryland, Michigan, Mississippi, 
Montana, Nevada, Vermont, Wisconsin, and Wyoming. 

a New Jersey and Oregon. 

3 Arizona, Colorado, Kansas, New Hampshire, North Dakota, Oklahoma, Penn- 
sylvania, Utah, and West Virginia. 

4 Ohio and South Caro lina . 

s Alabama, Arkansas, North Carolina, Texas, Virginia, and Washington. 

6 Indiana and South Dakota. 

7 Cf. National Industrial Conference Board, op. cit Table 18, pp. 214-17. 
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When the tax becomes delinquent, either a penalty or an interest 
charge or both apply. Twenty-one states appear to provide no penalty 
feature. Alabama, Massachusetts, and Tennessee charge costs and 
fees. Elsewhere the penalties range from 2 per cent in Idaho and Wis- 
consin to 15 per cent in Nevada, Oklahoma, and Oregon; no particular 
rate appears to predominate. The penalties sometimes apply to all of 
the tax, sometimes only to the half unpaid. 

Ten of the states appear to charge no interest on delinquent taxes; 
but this must be interpreted in the light of the practices of allowing re- 
bates and charging penalties. The rate of interest varies from 6 per 
cent per annum in Kentucky to 3 per cent per month in Nevada. This 
rate of interest in Nevada, moreover, is in addition to a penalty of 
15 per cent. 1 There are still different rates to be charged against the 
delinquent taxpayers after the tax sale has been held. Much space 
would be required to show the diverse combinations in which two or 
more of the features of discount, costs, penalties, fees, and interest 
charges have Jbeen combined to stimulate prompt payment. 

E. COST OF COLLECTION 

The question is often asked: What is the cost of collecting the gen- 
eral property tax? Unfortunately it is difficult if not impossible to give 
an accurate answer. More important, for comparative purposes, than 
the cost of collection in the narrow sense, is the cost of administration. 
But it is difficult to obtain the cost of merely collecting the tax, be- 
cause the collecting officers nearly always have other duties, whose 
cost is difficult to segregate. 

Professor M. S. Kendrick, investigating the cost of collection in 
New York state, 3 found that the average cost was 1.29 per cent of the 
collections for the work of the town and school-district collectors. With 
the addition of the cost of the county treasurer's office, the cost rose 
to 1. 71 per cent, if the school taxes are included, and 1.93 per cent, if 
they are excluded. The rather high cost of mere collection is perhaps 
accounted for by the fact that school and other taxes are separately 

1 Ibid., Table 19, pp. 218-22. 

2 Collection of General Property Taxes on Farm Property in the United States , with 
Emphasis on New York , Cornell University, Agricultural Experiment Station Bulle- 
tin, No. 469. 
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collected by different officers. The cost in eighteen of the twenty states 
in which the county treasurers collect the taxes was found to be .78 of 
1 per cent. 

The 1928 North Carolina Special Tax Commission made a careful 
and intensive study of the cost of listing, assessing, and collecting the 
general property tax in that state. The average cost of listing and 
assessing property was 0.99 per cent of the gross tax charge, and for col- 
lecting, 1 .60 per cent, or a total of 2 . 59 per cent for both. The listing and 
assessment cost ranged from 0.25 of 1 per cent to 3.60 per cent; there 
is no apparent valid explanation for this range. The cost of collecting 
ranged from 0.5 of 1 per cent to 5.24 per cent, also with no apparent 
valid explanation. 1 While the state average collection cost was 1.60 
per cent, it was 2.38 per cent in counties where the compensation was on 
a commission basis; 1.09 per cent in counties having independent tax 
collectors; and 1.76 per cent in counties employing township collectors 
as well as the sheriff. 

From the scattered evidence it appears clearly enough that there 
should be only one collection district in each county, except possibly 
where there are cities large enough to warrant a separate municipal 
district; that the county collector should collect the taxes for all local 
governments in the county; and that the collector should be paid on a 
salary basis. It is important to remember that not all the considera- 
tions are of a pecuniary character, but there is at least one other pe- 
cuniary consideration, namely, the effectiveness of the collection. The 
collector’s compensation may be low as a percentage of what he col- 
lects, while very excessive in terms of what he fails to collect. 

n. DELINQUENCY 

When the tax is not paid on or before the last day of grace, it be- 
comes delinquent, and the lien of the government becomes effective. 
The date of the lien is unfortunately not always certain, being pre- 
sumably effective from the day of the technical levy of the tax. The 
significance of the date is that it determines the liability for the tax as 
between the buyer and seller, and may, if the property is exempt to 
one of them, determine whether or not it is taxable. 


1 Report , pp. 417-21, 452 - 55 , 462-65. 
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A. THE TAX LIEN 

In the important matter of the property covered by the lien the 
state laws exhibit little uniformity, no two states, in fact, being alike . 1 
There is a group of states in which all taxes are a lien on all property of 
a taxpayer, as in Georgia, Idaho, Iowa, and others. In such states, 
there is usually some restriction on procedure, as in Alabama, where the 
collector must first levy on the personal property, and may sell real 
estate for taxes only if the proceeds from the sale of personal property 
is insufficient. There is, however, a strong tendency, especially with 
taxes on real property, to make the lien against only the property that 
is taxed. This is another reason for regarding taxes as being on the 
property in rent rather than on the person, in 'personam . The law of 
Mississippi specifically states that the tax is against the property and 
not against the person. From the laws and the practice it might be 
concluded that the real property tax is predominantly a tax in rem, 
while the personal property tax is to a much greater extent a tax in 
personam . Almost invariably the real property tax is a lien upon the 
property, not enforceable against the seller, but against the buyer. In 
the case of personal property the tax is rarely enforceable against a 
subsequent purchaser. The Michigan rule, that a tax lien on personal 
property may be enforced against a subsequent purchaser unless the 
sale was made in the ordinary course of business, suggests some of the 
issues involved. 

In some states, as in South Dakota, the lien is perpetual for taxes 
on real property. In that state there is, moreover, a lien, limited to ten 
years, against real property, for uncollectible personal property taxes. 
In the absence of specific provision to the contrary, the lien may be 
presumed to be perpetual, since the statutes of limitations do not run 
against the state. But in some states the liens expire, as in Georgia, 
where the limit is ten years. In Connecticut the lien becomes invalid 
after one year unless it is registered. 

A lien without time-limitations against personal property would be 
annoying and ineffective, especially if enforcement were generally at- 
tempted. It must also be troublesome against real property, there being 
always the possibility of unpaid taxes presenting possible defect in the 
title. With efficient collection such liens should be unnecessary. For 

1 National Industrial Conference Board, op. cii Table 20, pp. 233-31. 
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if the delinquent property is properly disposed of, by sale for taxes or by 
forfeiture to the state, practically all claims for taxes should be liqui- 
dated within a few years. The large volume of liens for unpaid real 
property taxes indicate that the states do not often clean house so as 
to rid the state, county, or city of claims, most of which doubtless are 
worthless. “Tax procedure should be based upon a carefully planned 
calendar, with the shortest duration of time, consistent with the public 
good, between the date of levy and the final disposition of the lien.” 1 

The enforcement of tax liens against personal property is exceedingly 
difficult. It is impossible to describe the practices followed in collecting 
personal property taxes because the practices have not been seriously 
studied. But it can be said that conditions are very bad, especially in 
some of the larger cities. Not infrequently the collectors make no at- 
tempt to collect personal property taxes not voluntarily presented at 
the collector’s window. Of this practice it may be said by way of ex- 
planation, if not of justification, that strenuous efforts to collect such 
taxes are poorly rewarded, in terms of the revenue yielded, and are also 
politically inexpedient for the collector where the office is elective. Per- 
sonal property taxes are ordinarily small in amount, partly because of 
evasion of assessment, and partly because of excessive exemption. 
When collected separately from the real property taxes, they are pe- 
culiarly difficult to collect. All these facts add strength to the argu- 
ments for eliminating at least some forms of personalty from the cat- 
egory of taxable general property. 

B. EXTENT OF DELINQUENCY 

Until recent years there has been practically no attempt to throw 
light on the question of tax delinquency. Doubtless the aroused inter- 
est is due to a growing awareness of the menace of excessive delin- 
quency. That the menace is threatening is shown by the scattered 
studies that have been made, but as yet the data are unsatisfactory. 
Students of tax delinquency do not yet speak a common language. 
Delinquency does not mean the same thing in all states. It begins 
usually when the tax is not paid on the “dead-line” date, but that date 
is variously determined. The delinquent property, or delinquent tax, is 

1 C. H. Chatters, The Enforcement of Real Estate Tax Liens (New York: Munici- 
pal Administration Service, 1928), p. 7. 



COLLECTION AND DELINQUENCY 


3*9 


always advertised before being sold or forfeited, and the advertising 
leads to payment of a part of the tax. The sale may be delayed, legally 
or in practice, after the date of advertising. It is diffi cult to secure 
comparable data for the different states. The data will not be adequate 
until they show the delinquency of different classes of property sep- 
arately, the differences in delinquency among the various regions of the 
state, and the delinquency experiences of a series of years. Even so, 
the scattered and inadequate data readily demonstrate the seriousness 
of the problem. 

TABLE 78 


Taxes on Duplicate and Taxes Delinquent in Ohio, 1922-29* 


Year 

Taxes on Duplicate f 

Amounts Delinquent 

Percentage 

Delinquent 

1922 

$260,413,461 

$16,382,617 

6-3 

1923 

276,619,891 

20,429,930 

7-4 

1924 

295,600,833 

23,186,546 

7.8 

1925 

319,994,472 

26,447,289 

8-3 

1926 

342 , 377,343 

31,067,794 

9.1 

1927 

371,548,998 

38,087,912 

10.3 

1928 

378 , 395,036 

45,105,864 

11. 9 

1929 

400,395,904 

52,036,679 

12.9 


* From Annual Report of Ohio Tax Commission, 1929, pp. 15* 148, and Table 8, and from previous 
reports. 

t Current tax extensions plus delinquencies. 


For some years the Ohio state tax commission has published in its 
annual reports the delinquency data, by counties, for the state. Table 
78 is based upon these data. While the taxes on the duplicate increased 
from $260,413,461 in 1922 to $400,395,904 in 1929, or 53.7 per cent, the 
delinquent taxes increased from $16,382,617 to $52, 036,679, or 219 per 
cent, and the percentage of delinquency rose from 6.3 in 1922 to 12.9 in 
1929. The reports do not tell the stage of delinquency of these Ohio 
taxes; but it appears to be the earliest stage, that just after the close 
of the period of grace. The figures include delinquencies for several 
years, and not merely the delinquencies of the current years. They in- 
clude special assessments also. But the basis is presumably the same, 
and the growing seriousness of the problem is amply demonstrated. 

The Ohio tax commission data permit some degree of analysis of the 
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distribution according to class of property and locality. It is interesting 
to note that the delinquency, expressed as a percentage of the value of 
the property taxes for the state as a whole, was almost the same for 
both personal property and real property. The real property valuation 
amounted in 1928 to §9,414,665,235, or 69.5 per cent of the total valua- 
tion. 1 Taxes delinquent on real property amounted to $30,988,561, or 
69.9 per cent of total taxes delinquent. But these facts do not, of course, 
warrant the conclusion that personal property taxes and real property 
taxes in Ohio are delinquent to the same degree in all local units, or 
even, strictly, within the state as a whole. For, while the valuations of 
personalty and realty are given separately, the taxes levied against 
each are not. Moreover, the definition of personal property includes 
certain public utility properties;, this fact tends to vitiate the compari- 
son. Elsewhere it appears that personal property taxes tend to be de- 
linquent to a greater extent than real property, notwithstanding the 
fact that the collector has much more direct processes for collecting on 
delinquent personalty than on delinquent real property. 

The North Carolina Special Tax Commission of 1928 conducted a 
careful study of delinquencies, but confined its statistical report chiefly 
to the delinquency of real property. Table 79 presents a summary of 
the delinquency condition by sections of the state. It also shows the 
delinquency at two different stages, namely, at the point at which the 
land is advertised for sale and at the point of actual sale. The varia- 
tions among the sections are striking. Thus, while the delinquency 
ratio was 2.82 per cent in the Piedmont section, it was 10.49 per cent 
in the adjoining Mountain section. The economic conditions of a region 
are obviously of extreme importance as factors in delinquency. It is 
also of interest to note that, of the $4,257,254 delinquent at the stage of 
advertisement for sale for taxes, the sum of $2,457,256, or 57 per cent, 
remained unpaid, the major part of the remaining 43 per cent presum- 
ably having been paid meanwhile. 

The variations in the delinquency ratios among counties in North 
Carolina, as elsewhere, are of course much wider than the variations by 

x Cf. also Ohio Joint Legislative Committee on Economy and Taxation (Eighty- 
Sixth General Assembly), Report , December, 1926, p. 154. According to this source 
real estate delinquencies increased 557 per cent in Ohio between 1913 and 1925 
while the taxes levied on real estate increased only 227 per cent 
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states. The North Carolina commission also presented tabulations of 
the statements or settlement by county collectors for the years 1924 to 
1927, inclusive, showing lands offered for sale or sold in the counties. 1 
While the average value of land sold or offered for sale for taxes in the 
state as a whole in 1927 was 5.64 per cent of the gross tax charges 
against the collectors, it exceeded 20 per cent in one county, 15 per 
cent in five counties, 10 per cent in twenty-one counties, and 5 per cent 
in thirty-three counties. On the other hand, in fourteen counties the 
sales or offerings for sale for taxes were zero or less than 1 per cent of 


TABLE 79 

Gross Levy, Land Advertised, and Land Sold for Taxes in 
North Carolina, by Sections, 1928* 


Section 

Gross Levy 

Lands Advertised for Sale 
for Taxes 

Lands Sold for Taxes 

Amount 

Percentage of 
Gross Levy 

Amount 

Percentage of 
Gross Levy 

Piedmont 

$20,889,553 

11,071,228 

7,791.769 

5,943,180 

$1,309,969 

821,479 

1,112,897 

1,012,909 

6.27 

7.42 

14.28 

17.04 

$ 589,401 
508,061 
736,632 
623,162 

2.82 

4-57 

9.45 

10.49 

Coastal Plain. . . 
Tidewater 

Mountain 

State 

$45,695, 730 

$4,257,254 

9*32 

: 

$2,457,256 

5 38 



* From Report of Special Tax Commission , 1928 , p. 439 . 


the gross charge to the collector. The variations in the counties tend, 
moreover, to persist from year to year. 

The excellent work of the North Carolina commission throws light 
also on the extent to which, in that state at least, the amount of de- 
linquencies on the books in a given year are due to nonpayments for the 
current year or are hangovers from past years. Thus, of the $4,433,244 
of “uncollected land sale certificates” held in 1927 by the several coun- 
ties, 55.09 per cent were for the first year of delinquency, 1927; 15.62 
per cent for 1926; 7.52 per cent for 1925; 4.29 per cent for 1924; and 
the re maining 1 7.48 per cent for earlier years, some as far back as 1 875.* 
Doubtless some of these delinquencies are due to errors in the assass- 

1 Report , pp. 434-49, Tables 138-41, inclusive. 

3 Ibid., pp. 439-30, Table 143. 
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ment, court decrees, and other causes. There were some counties in 
which the delinquencies for the earlier years exceeded those for 1927 
by a wide margin. An attempt should be made to clear the portfolios 
of the counties of these claims, many of which are no doubt worth- 
less. 1 

The North Carolina commission also offers evidence on another 
point, the relationship between the delinquency ratio and the amount 
of the tax. A priori, it would be expected that taxes of low amounts 
would show relatively as well as absolutely greater delinquency ratios 
than taxes of large amounts, because the small amounts would tend 
to be upon real property whose income would not justify the payment 
of the taxes. The findings of the Commission tentatively support this 
conclusion. 2 Of the 101,325 items of land advertised for 1927 taxes, 
31,427, or 31 per cent, were for taxes of less than $10; 54,795, or 54 per 
cent, were for amounts less than $20; while only 649 items were for 
taxes over $500. As the amounts of taxes in the computations include 
costs, which on small taxes is a relatively heavy item, the delinquency 
on low-value parcels was relatively more conspicuous than the figures 
show. 

Table 80 shows the taxes extended on real and personal property in 
Cook County, Illinois, for the years 1922-28, inclusive, and the taxes 
uncollected thereon for each year. This table is of particular interest 
because it shows separately the delinquencies on personal property. 
While the delinquency ratio for all property taxes increased from 12.0 
per cent in 1922 to 23.5 per cent in 1928, the ratio for personal property 
was much higher, increasing from 25.0 per cent to 35.1 per cent during 
the period. Also of interest in this connection is the fact that the per- 
centage of total taxes extended on personal property has been declining. 
In 1922, $34,919,000, or 24.2 per cent of the total of $144,524,000, was 

1 An example of how misleading statistics of delinquency may be, when they cany 
unknown quantities of uncollectible debts, may be seen from the data presented by 
the Ohio Joint Legislative Committee on Economy and Taxation of 1926 (Eighty- 
Sixth General Assembly, pp. 153-62). At p. 154, Table 19, it is shown that the 
delinquent personal property taxes in 1918 amounted to $8,147,086.34 and that in 
1919 they had shrunk to $2,449,784.83. It is then explained that the “startling de- 
crease of delinquencies in 1919 was due to the ‘writing off as uncollectible of over 
$6,000,000 of personal taxes in Cuyahoga Count y.” 

3 Ibid., p. 427, Table 153. 
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extended on personal property; while in 1928, $40,037,000, or only 
18.2 per cent of a total of $219,816,000, was extended on personalty. 
In the rural sections of Cook County, personalty is not only better 
assessed but taxes thereon are better collected. Consequently, the 
record for the urban part of Cook County, especially Chicago, of the 
personal property tax is considerably worse than the table would indi- 
cate. 


TABLE 80 

Property Taxes Extended and Uncollected in Cook 
County, Illinois, 1922-28* 

(Amounts in Thousands) 


Yea* 

Total Current 
Property Taxes 

Current Real Estate 
and Railroad Taxes 

Current Personal 
Property Taxes 

Ex- 

tended 

(1) 

Uncol- 

lected 

(2) 

Per- 
centage 
(2) ofli) 
( 3 ) 

Ex- 

tended 

( 4 ) 

Uncol- 

lected 

( 5 ) 

Per- 

centage 

WofU) 

Ex- 

tended 

( 7 ) 

Uncol- 

lected 

(8) 


1922 

$ 144,524 

$ 17,439 

12.0 

$109,907 

$ 8,702 

7 9 

$ 34 , 9 X 7 

$ 8,737 

25 0 

1923 

157,912 

18,987 

12. 1 

122,209 

9,657 

79 

35,703 

9,330 

26.1 

1924 

168,261 

20,185 

12.0 

130,462 

9,664 

7-4 

37,799 

10,521 

27.8 

192s 

189,8x6 

25,018 

13.0 

147,600 

12,727 

8.1 

42,2x6 

12,291 

29 1 

1926 

195,231 

25,022 

12.8 

156,210 

i 4 ,Ui 

9.1 

39,021 

xo, 83 i 

27.8 

1927 

229,193 

40,017 

17-5 

187,0 69 

24,716 

13.2 

42,125 

15,301 

36.3 

1928 

219,816 

51,748 

23-5 

179,779 

37,669 

20.9 

40,037 

14,079 

35 .x 


* From statements made by the county treasurer. The delinquency for 1939, on taxes due May 15, 
ig3i, is reported to be over three times as large. But no detailed report is yet available. 

Note. — Tax extensions are those for the current year. The uncollected amounts are those for the 
current year, including those for bade taxes, being thus the difference between the current year’s ex- 
tensions and the current year’s collections, or the delinquencies for each year. 


It is not strange that taxpayers and students of taxation are becom- 
ing increasingly concerned about the mounting delinquency ratios. 1 
The Kansas Tax Code Commission of 1929 presented information se- 
cured by the Kansas State Agricultural College which showed that, 
in twenty-one counties studied, the increase in tax delinquency of 
farm real estate between 1917 and 1927 was 329 per cent. Here again, 
as in North Carolina, the different regions showed different rates of 
increase. Thus, in the grazing region the increase had been only 1 56 per 
cent, while in the com belt it was 389 per cent, and in one county of the 
recently rechristened “blue stem” region the increase was 9,540 per 

1 Cf. J. P. Jensen, “Delinquent Taxes,” Proceedings , XXHE (1930), 228-42. 
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cent. 1 Through independent inquiries to the county treasurers the 
commission learned that in thirty-one counties the tax sales of real 
property had risen from 1.5 per cent of the total general property tax 
levies in 1920 to 2.2 per cent in 1928; or, expressed as percentages of 
real property taxes, from 2.3 per cent to 3.4 per cent. 3 Being interested 
also in the collection of personal property taxes, the co mmis sion found 
that in Cowley County, during the period 1917-25, of the $110,623.06 
sheriff’s warrants issued for the collection of personal property taxes, 
only $56,169.11, or 50.8 per cent, had been collected. 

A study made in Colorado, under the auspices of the Denver Cham- 
ber of Commerce, disclosed that in twenty-four counties of the state, 
taxes for 1928 to the extent of $17,724,590.76 had been charged to the 
county treasurers for collection; $951,420.09, or 5.37 per cent was de- 
linquent to the extent of being advertised for sale; and $456,855.99, or 
2.56 per cent, was paid thereon before the sales. While in a few coun- 
ties the collection was almost 100 per cent, in one county less than 70 
per cent had been collected before delinquency. 3 

Occasionally tax delinquency arouses wide interest of tax officials 
and legislatures. In 1923, Montana required the county treasurers to 
report to the state board of equalization the amount of personal prop- 
erty taxes delinquent, together with the reasons for the delinquency. 
The results, showing considerable variation among the different coun- 
ties, are given in Table 81. Two principal causes of the delinquency 
were found. The first was the existence of prior liens against a great 
deal of personalty. To remedy the defect, the board of equalization 
recommended to the legislature the creation of a tax lien, prior to all 
all others, against all personal property equal to the amount of the tax 
due. The second cause was of recent origin. Many automobiles were 
listed for taxation, but had been moved out of the jurisdiction before 
the time for collection. The remedy suggested was that payment of 
personal property taxes be made prerequisite to granting of automobile 
licenses, and that the county treasurer collect both the property tax 
and the license tax at the time of the application for the license. 4 

1 Report of Kansas Tax Code Commission , ig2g, pp. 95-99, 116. 

* Ibid., p. 95. 

3 J. P. Jensen, Survey of Colorado State Tax System , pp. 125-35. 

4 First Biennial Report of the State Board of Equalization, 1924, pp. 126, 127. 
Such arrangements occur, with variations, elsewhere. 
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In 1927 the Philadelphia Bureau of Municipal Research published a 
study 1 covering, among other things, the real property tax delinquen- 
cies in 22 of the largest cities of the United States during 1924-25, not 
including Chicago. The percentages of delinquency at the close of the 
tax period were found to vary from .51 of 1 per cent in Minneapolis to 
16.26 per cent in Washington, D.C., the median percentage of delin- 
quency being 3.81. While in some cases the large delinquency ratios 
are due to special circumstances, such as refusal of the banks of St. 
Louis to pay current taxes because of pending contests of their legality, 
the picture presented was true and has become considerably darker 
since then. 


TABLE 81 

Percentage op Delinquent Personal Property 
in Montana, 1923 


Percentage Delinquent 

Number of Counties 

O-4.9 

26 

5-9.9 

15 

IO-14. 9 

4 

I5-I9.9 

6 

20-24.9 

2 

25-29.9 

0 

30-34.9 

1 

35-39-9 

1 


C. CAUSES AND REMEDIES 

An adequate diagnosis of the present epidemic of tax delinquency 
must not only disclose the cause of “normal” delinquency but also ac- 
count for the concentration of delinquency in certain years, in particu- 
lar localities, and on different classes of property. No exhaustive diag- 
nosis can be attempted here; but brief consideration of the available 
evidence will reveal a number of important factors. These factors may 
be conveniently discussed under three headings: 

1. The taxpayer and collection practices . — Among the delinquents the 
most ubiquitous offender is probably the careless property owner who 
neglects to pay the tax on time. We shall always have him with us, 
and we need not trouble much on his account, except to urge adequate 
notice, not only when taxes are due, but also when they are delinquent. 
That carelessness is a factor in delinquency is suggested by the fact 

1 Methods of Collecting Real Estate Taxes in the Larger Cities of the United States . 
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that in North Carolina and Colorado about 50 per cent of the taxes are 
paid after advertisement. The county treasurers of Colorado reported 
carelessness as a noticeable cause of delinquency. 1 Another cause of 
an appreciable part of the delinquency is found in the personal misfor- 
tunes which temporarily or permanently render owners of property un- 
able to pay. To deal with such cases is not, strictly speaking, a tax 
matter. 

There are numerous designing persons who deliberately refrain from 
payment, hoping to find in the law or procedure some loophole, or who, 
in the case of personal property taxes, believe the collector will not exert 
himself to collect the tax. The laws and the collectors often facilitate 
such evasion. Upon such persons no sympathy need be wasted. It is 
through the conflicts between these evaders and their “tax sharpers,’’ 
on the one hand, and the honest legislator and tax collector, on the 
other, that the collection laws are developed, always against the back- 
ground of the reluctance on the part of the general public to give the 
collector adequate means for collection. 

One investigator found four types of practices of collection procedure 
in vogue: 

First, the most common practice is to sell tax certificates and permit re- 
demption for a fixed period, after which a tax deed is issued. Second, the 
state or county automatically becomes the purchaser of all delinquent liens. 
The interest thus acquired is held for a fixed period and then liquidated by a 
sale of the property or the lien created by the tax. Third, the tax lien is fore- 
closed by legal process without any sale of certificates or liens. Fourth, in 
some jurisdictions tax certificates are sold and a fixed period of redemption 
allowed after which the lien is enforced by foreclosure proceedings similar to 
those used for the foreclosure of mortgages. 2 

2. Economic conditions and delinquency . — It is a simple matter to 
demonstrate that a close correlation exists between the temporal varia- 
tions in the assessment ratio and current business conditions. It is no 
more difficult to demonstrate the relationship between the local varia- 
tions in business and the geographic concentration of tax delinquency. 

There is perhaps no fundamental remedy for the first of these con- 
ditions so long as the general property tax is the sole or nearly the sole 

1 Jensen, Survey of Colorado State Tax System , pp. 132-34. 

2 Chatters, op. cit ,, p. 9. 



COLLECTION AND DELINQUENCY 


327 


source of revenue. For the higher the tax rates become, the narrower is 
the owner’s margin, and the larger the fixed charges the owner must 
meet. Unfortunately, a greater reliance upon other sources of revenue 
will not wholly solve the problem. For these other sources also have a 
way of shrinking; and we are no longer concerned solely with the prob- 
lem of the general property tax, but with the different problem of the 
fiscal management and the business cycle. The problem has been met 
in the past by letting the property owner take up the slack. There are 
limits, however, beyond which this source should not be pressed. 

Turning now to the relationship of the delinquency to the perma- 
nently depressed conditions of a given locality, we find the situation 
much the same, except that it is hopeless to expect improvement in 
localities that may be described as economically decadent. Such com- 
munities are found in every state. It is this economic decadence that is 
responsible for the enormous tax delinquency ratios in certain counties, 
and especially in certain towns. 

“Every step in progress makes it relatively more advantageous to 
obtain the food supply by more intensive use of good land rather than 
by the use of land such as is being abandoned. The high ratio of wages 
to prices of commodities accelerates this movement .” 1 Though the 
statement was obviously made with reference to farm land, it is no 
less true, though with some modification, of urban land. Land having 
once had a value for use, or a present value for anticipated use, is 
found to have no value for any purpose or only such speculative market 
value as may be based upon the hope of finding an ignorant buyer. 
Where such lands are concentrated to any degree in a locality, the in- 
evitable result is an epidemic of tax delinquency. Land that yields no 
net income, after taxes, will not be held permanently subject to pay- 
ment of taxes. It will revert to the state for unpaid taxes. 

The phenomena of economic decadence and its fiscal implications 
have been studied for New York agricultural lands . 3 Such decadence 
occurs in the cut-over regions of Michigan, Wisconsin, and Minnesota; 
in the worked-out mineral regions of Colorado, Utah, and Nevada; in 

1 G. F. Warren and L. M. Vaughn, “Abandoned Farm Land in New York State,” 
Farm Economics , No. $6 (December, 1928), p, 1013. 

* Compton, Fiscal Problems of Rural Decline, especially pp. 43-5 1 , and the sources 
there cited. 
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the irrigated districts of Montana and California; in a great many 
cities, at least temporarily, where for some reason, the rate of growth 
is checked, 1 or a shift from one use of land to another takes place. Its 
effect is cumulative, for once an appreciable number of delinquencies 
occur, the burden of governmental costs must be borne by those who 
continue to pay taxes; this means that the tax rates are increased, 
leading to more delinquencies, and so on. 2 And the more densely popu- 
lated the region was, and the better supplied with governmental serv- 
ice prior to the period of decadence, the greater is the problem. For 
these governmental services, in the form of schools and roads, will not 
readily be reduced when the support of the local property tax becomes 
inadequate. 5 The problem is further complicated by the smallness of 
the units, especially towns and school districts, and the practice of 
making the cost of schools and roads almost entirely a charge upon the 
property of each small local district. 4 

3. Fiscal policy and administration . — Finally, there is a set of politi- 
cal and fiscal conditions, which, when joined to the foregoing list, tend 
to aggravate the delinquency problem. Most of these conditions have 
been discussed. Aside from the American practice of saddling small 
towns and districts with burdens of the costs of public services of rather 
general benefit, there are the shortcomings of the budget-making and 
the assessment machinery. 

The local budget-making machinery is an imperfect device for de- 
termining and controlling current costs of government, both for opera- 
tion and for capital projects. The commitments of a community for 
schools streets, water works, highways and the like, may turn out to 
have been grossly in excess of future needs. Improvements are often 
financed by borrowing; and the principal and interest charges must be 
met. Costs of operation cannot readily be reduced. It is reported that 
the “Palo Verde Valley people in flush times had built their scaffold by 
their reckless expenditure of money.” 5 When hard times came and the 

1 Any investor in Florida lands, at boom prices, could speak feelingly on this 
phase of the subject 

* Cf. New York Tax Commission, Report , 1928, p. 9. 

3 Cf. Compton, op, cit L, pp. 46-50. * Supra, chap. iiL 

5 Tax Digest, “Palo Verde Valley Has Heavy Tax Delinquencies,” October, 1930, 
PP- 3 S 9 f 360 
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price of cotton went down, Blythe (the principal municipality) lost 
nearly 40 per cent of its population. The tax rate for all purposes is 
now about $35 on each $100 of valuation, and 55 per cent of the tax 
list in the Palo Verde school district is delinquent. Perhaps the ex- 
penditure seemed justified when made. Years ago, when natural gas 
was discovered in Kansas and believed to be inexhaustible, enterprising 
Gas City attracted certain industries dependent upon cheap fuel and 
developed metropolitan expectations. Today miles of sidewalks on the 
prairie and buried gas mains are mute witnesses to its brief glory. It is 
reported that, when the deflation came, property owners moved their 
buildings outside the corporation limits at night, in order to salvage 
something from the taxes, and that the local representative prepared a 
bill for the legislature to forbid the practice. 

In such decadent areas the assessor faces a dilemma. If he obeys 
the law and reports a valuation reflecting the current income receipts 
and future expectations, the valuation will be reduced and the tax 
rates increased; and the poorer lands will have no taxable value. But 
the taxes will accumulate on the better lands, and perhaps reduce their 
value to zero. Should such a stage be reached, and taxes still be levied, 
it would be expedient for all owners to abandon their land. It is be- 
yond dispute that this sort of thing does actually occur. 

If the assessor seizes the other horn of the dilemma, as he usually 
does, in part, in trying to maintain a valuation that will support the 
public services at “reasonable ”tax rates, 1 the results are not far differ- 
ent. Such a system of “pegged” valuations may in the long run justify 
itself by its results where values are merely falling temporarily be- 
cause of a depression. But in a decadent community the principal re- 
sult is that, by maintaining an arbitrarily high average valuation, and 
a relatively uniform valuation for all properties, he stimulates the tax 
sales of the poorer land and destroys the equities in the better grades of 
land through taxes concentrated on them. 

1 The assessor may have a justification for assigning an assessed value to land 
that is in reality worthless. For, due to the possibility erf exploiting ignorant buyers 
and possibly to other causes, such land may actually have a market value. Mr. 
Compton reports that he “has been informed that the possibility of finding an un- 
suspecting buyer maintains a minimum value of farm lands in the southwestern 
part cf New York of about $5.00 to $1000 per acre” (Op. cit. 9 p. 48 n.). 
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The property tax, especially when levied at high rates, thus becomes 
an effective factor in extinguishing private titles in land. If the land 
is really worthless, no sympathy need be wasted on the property owner, 
provided the expropriation procedure be humane and lawful. For the 
owner loses nothing but an empty shell of ownership. And the land, 
though valueless as individual parcels, may yet have a value for the 
community, in whose hands it may perhaps be turned to a better use, 
such as growing timber. It would, in fact, be quite defensible to impose 
a nominal tax on such land, if to do so were administratively practical 
and constitutionally permissible, for the specific purpose of dispossess- 
ing owners of worthless land which could then be consolidated and put 
to its most advantageous use. But where the land is made to carry a 
“pegged valuation” to support services at local cost that are, in fact, 
general in benefit, there is an improper taking of private property. 



CHAPTER XIV 
THE LOCAL ASSESSMENT 


The defects of principle in the general property tax are not solely 
responsible for the poor results attained. Much of the blame rests upon 
defects in the assessment machinery and procedure. Since the assess- 
ment is the pivotal part of the tax, it is not surprising that in the forty- 
eight states there has grown up a congeries of assessment laws, tradi- 
tions, and practices so variable in detail from state to state as to defy 
detailed description. Also, it is not surprising, in view of the inertia of 
local democratic bodies, and, further, in view of the unparalleled rapid- 
ity with which many states have traversed the road from primitive 
frontier communities to industrially developed areas, that the existing 
laws, traditions, and practices governing assessment should lag far be- 
hind the needs of an effective property-tax system. 

In Table 82 are presented a few of the features of the local assess- 
ment system which lend themselves to tabular presentation. Obviously 
the table can present only a skeleton, and not all parts of that For de- 
tailed descriptions of the assessment machinery and procedure in each 
state the reader must consult the laws and administrative instructions. 
Fuller textual and tabular descriptions being now elsewhere available 
are not given here. The Bureau of the Census 1 presents every ten years 
a compendium of state tax laws. The National Industrial Conference 
Board 3 and the National Tax Foundation both give detailed descrip- 
tions. Occasional descriptions occur also in the regular reports and 
manuals of adminis trative tax commissions, 3 and in the studies of spe- 
cial tax commissions* and of other investigators interested in particular 
states. 

1 Bureau of the Census, Digest ef State Lam R o tating to Taxation and Rmtm e , 
1922 . 

2 State md Local Taxation of Property 1930, especially Tables 8r-n, pp. 147-80. 

* Cf. Report ef New fork Tax Commission, 1926, pp. 473“79- 

* Cf . Report ef North Carotin* Spatial Ton Commission, 1928* 

33i 
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TABLE 82 


Specified Characteristics of Local Assessment in the 
States and the District of Columbia, as of 1930 


State ox Detxict 

Assess- 

ment 

Unit 

(Area)* 

Assessment Intexvai 

Assessor 



Realty 

(Years) 

Personalty 

(Years) 

Selectionf 

Term of 
Office 
(Years)f 

Tax Day 

Alabama 

C 

I 

I 

E 

4 

October 

1 

Arizona 

C 

I 

I 

E 

2 

January 

1 

Arkansas 

D 

2 

I 

E 

2 

May 

1 

California 

C 

1 

I 

E 

4 

March 

1 

Colorado 

C 

1 

I 

E 

2 

April 

1 

Connecticut 

T 

10 

I 

E 

3-4 

V 


Delaware 

T 

1-6 

I 

A 

V 

V 


Dist. of Columbia. 

District 

2 

I 

A 

V 

V 


Florida 

C cv 

1 

I 

E 

4 

January 

1 

Georgia 

C cv 

z 

I 

E 

2 

January 

1 

Idaho 

C 

1 

I 

E 

4 

January 

1 

Illinois 

M 

4 

I 

E 

V 

April 

X 

TnrKflna 

D 

4 

I 

E 

4 

March 

1 

Iowa 

T cv 

2 

1 

E 

2 

January 

1 

Kansas 

D 

4 

1 

E 

2 

March 

1 

Kentucky 

C cv 

I 

I 

A 

4 

July 

X 

Tennis! ana. 

C 

1 

1 

E 

4 

January 

I 

Maine 

T 

2 

I 

E 

1 

April 

I 

Maryland 

M cv 

si 

1 

A 

V 

V 


Massachusetts. . . . 

T cv 

1 

1 

E 

1-3 

April 

X 

Michigan. ....... 

T cv 

1 

SI 

E 

z 

April 

I 

Minnesota 

T cv 

2 


E 

2 

May 

I 

Mississippi 

C 

2 


E 

4 

February 

I 

Missouri 

M 

1 

1 

E 


June 

I 

Montana 

C 

2 

I 

E 


March 

I 

Nebraska 

Dp 

4 

I 

E 


April 

X 

Nevada 

C 

1 

I 

E 


V 


New Hampshire. . 

Tc 

1 

I 

E 


April 

X 

New Jersey 

T cv 

1 

I 

E 

V 

October 

I 

New Mexico 

C 

1 

1 

E 

2 

V 



♦ C, county; T, town or township; D, dual; M, mixed; c, city; v, village; w, ward and borough; 
p, precinct, 

f E f elected; A, appointed; V, varies. 

t Tar commission may require animal reassessments. The process is continuous. 
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TABLE 82 — Continued 


State ox Detmct i 

Assess- 

ment 

Unit 

(Aeea)* 

Assessment Interval 

Asszssox 

Tax Day 

Realty 

(Years) 

Personalty 

(Years) 

S^Wtinn j 

Term of 
Office 
(Years) t 


New York 

T cv 

■H 

mm 

E 

1-3 

July 

X 

North Carolina. . 

D 



A 

I 

April 

X 

North Dakota — 

T 

u 

Iv^i 

E 

2 

April 

X 

Ohio 

C 

6 

Ivy- 

E 

2-4 

April 

X 

Oklahoma 

C 

2 

■9 

E 

2 

January 

X 

Oregon 

C 

1 

1 

E 

4 

March 

X 

Pennsylvania — 

Tw 

3 

1 


V 

September 

X 

Rhode Island .... 

Tc 




V 

June 

15 

South Carolina. . . 

D 

mm 

Hfl 


2 

January 

X 

South Dakota 

T cv 

1 

HI 

E 

V 

May 

X 

Tennessee 

C 

* i 


E 

4 

January 

xo 

Texas 

C cv 


1 

E 

2 

January 

r 

Utah 

C 


mm 

E 

4 

January 

X 

Vermont 

T 



E 

3 

April 

X 

Virginia 

C 


U 

A 

V 

February 

I 

Washington 

M 


HI 

E 

1-2 

March 

X 

West Virginia 

C 

1 1 H 

t 1 

E 

4 

January 

I 

Wisconsin 

! T cv 


1 1 

E 

j 1-2 

May 

X 

Wyoming 

C 

H 

mm 

E 

2 

April 

X 


I. THE UNIT AREA OF ASSESSMENT 

The unit area of assessment is much more important than has been 
generally recognized. It determines the number of the assessors, and, 
to a large extent, the degree of their skill and training. If the unit is 
very small, e.g., the township, the amount of work to be done is re- 
garded as warranting the employment of the assessor for only a few 
weeks each year. He will, for this reason, tend to be of less than the 
average caliber and training. 

The county is the assessment unit in twenty-two states. There is a 
group of southern states in which the political tradition of the county 
as a unit of administration is strong. In six states, reported in Table 82 
as having dual assessment areas, the county is also the principal unit, 
though smaller units within the county enjoy varying degrees of an- 
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tonomy. In four states, reported as having “mixed” areas, the county 
is also increasingly the dominant unit. The county unit is desirable 
because it facilitates the employment of a permanent assessor; this 
usually is impossible with a smaller unit. In some of the states having 
the county unit of assessment, some elective official is ex officio asses- 
sor, devoting only a part of his time to the assessment. 

In a smaller group of sixteen states, the town or township is the 
unit. They are New England states, or states in which the New Eng- 
land political tradition has dominated. In the former, the county is 
almost nonexistent as a political entity. Developments have changed 
the unit in New England only in one respect, namely, the growth of 
many towns into cities. In these cities the duties of the assessor have 
greatly increased; and it has been necessary and inevitable that the 
assessment area be extended to include the entire city, though it may 
cover the area of several towns. 

In some states of the Middle West the township has been consider- 
ably modified, with reference to its use as a unit of assessment. Some 
of the assessment functions have been delegated to county officials, 
who, however, have seldom been given the name of county assessors. 
Thus, in Minnesota the county auditors perform a large part of the 
assessment, but not enough to deprive the local assessor of his auton- 
omy. The same is true generally in the north, as far west as the 
Dakotas. 

In Illinois, Missouri, and Washington, three of the states reported 
as having “mixed” units, the complexity is a heritage of the inter- 
action of the New England and southern political ideas at the time of 
their organization as states. A part of Illinois, for example, was organ- 
ized on a township basis, and the rest, a few counties steadily declining 
in number, in the southern part of the state, without township organ- 
ization. Special arrangements have been made for Cook and St. Clair 
counties, containing Chicago and East St. Louis, respectively. The 
explanation is similar for Missouri and Washington. In Maryland some 
counties are assessment units, while in Baltimore and other counties 
the areas are the towns and cities. 

The six states reported as having dual assessment areas have divided 
the functions between the local assessor and the county assessor. Thus 
in Kansas the county clerk, who is ex officio assessor in most of the 
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counties, must appoint the township trustees as his deputies. In Ne- 
braska, precinct assessors are provided in some counties. In North 
Carolina a “list taker” of the town works with the county supervisor. 
In Arizona, South Carolina, and Indiana, a local board of assessors 
works with the county assessor. The functional division in these six 
states thus runs in the same direction as in the states having an original 
township organization, where the county auditor has gradually been 
given the task of assessment. 

In most states the property in the county is assessed but once. In 
some states however, the creation of city, village, or borough assessors 
has resulted in a double assessment. Such is the condition in some coun- 
ties in Missouri. In New York the school districts may assess the 
property for school taxes, though in practice the work is usually done 
by the municipal officers, who must assess for municipal taxes. This 
practice of overlapping assessments is not justifiable on any ground 
except that of political expediency. 

In every state the cities have special methods. In the older states 
special acts sometimes apply to certain cities only. This is notably 
true of old municipalities such as Baltimore and New York. Elsewhere 
the provisions take the form of general laws applying to cities of spe- 
cified classes. The substance of the special provisions is that the cities 
have obtained a large measure of autonomy in respect to property as- 
sessment. And in the cities the assessment and the organization of the 
assessment bureau or department have reached their highest develop- 
ment. 

There is no sentiment in favor of adopting the township unit. But 
there has been and is a pronounced, though not a very rapid, move- 
ment in favor of the larger county unit. In Minnesota one of the first 
recommendations of the new tax commission in 1907 was for a change 
from the local unit to the county unit: 

A careful examination of the situation as it develops during the making of 
the assessment from the time of the election of the local assessor until the 
records pass into the custody of the county board of equalization brings the 
conclusion that the first difficulty is in the conditions surrounding the local 
assessor. It has already been shown that the conditions belong to the ma- 
chinery of assessment now in vogue and cannot be changed except as the 
roakmgof die assessment is changed. Fully persuaded of this view, the com- 
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missio n believes that a county assessor should be substituted for the numer- 
ous local assessors now engaged in listing the personal and real property in 
the state for taxation purposes. The first object to be obtained by this change 
is uniformity of assessment. The impossibility of securing this desirable fea- 
ture of taxation under existing conditions has been shown in the fifty years 
of experience in this state with the local assessor system . 1 

After nearly twenty-five years of agitation, this recommendation is 
still unheeded. Equally conspicuous and ineffective movements to- 
ward making the county assessor the central and responsible figure in 
the assessment have been made elsewhere from time to time. Typical 
of the disposition, but not necessarily typical of the concrete recom- 
mendations made, which of course grew out of different local arrange- 
ments, are these proposals of the Kansas tax commission: 

First. Create the office of the county assessor in all counties and devolve 
upon such officer exclusively the duty of assessing all property in his county. 

Fourth. Repeal all provisions which now require the services of the town- 
ship trustees or other persons as deputy assessors. 

Fifth. Enact suitable measures for the employment of needed help in the 
work of the county assessor; he should be given authority to employ assist- 
ants to work under his direction, the total compensation to such assistants 
to be reasonably limited by statute . 2 

The long-drawn battle for a county assessor is well exemplified in 
Iowa. In that state, in 1839, a county assessor was to be elected an- 
nually; but in 1843 there was to be elected annually one assessor in each 
township or election precinct. In 1845 the state returned to the county 
assessor system, but in 1853 the other system was reinstated. This did 
not prove satisfactory, for the following year the state auditor recom- 
mended a return to the county assessor, a change effected in 1857, with 
the term of office lengthened to two years. But in 1862 the final return 
to township assessors was made, the term of office still remaining at 
two years. It appears, however, that in the periods when the law re- 
quired a county assessor, the sheriff served ex officio as assessor. His 
deputy, by whom probably most of the actual work was done, was ap- 
pointed either by the sheriff, subject to the approval of the county com- 
missioners, as in 1845, or by the county judge, as in 1857. The town- 

1 Report of Commission, 1908. 

2 Report to the Legislature, 1913 . 
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ship assessor has been so firmly established in Iowa since i862 r that 
successive vigorous attempts to abolish him, notably that of the legis- 
lature of 1931, have proved unsuccessful. 

n. FREQUENCY OF REGULAR ASSESSMENT 

It will be noted from Table 82 that personal property is assessed 
every year. Annual assessment would seem to be indispensable for 
personal property, but there are exceptions. Thus in Sussex County, 
Delaware, returns of personal property as well as of real estate are re- 
quired only every six years. But the exception is not very significant 
when it is remembered that practically no personal property is taxed 
in Delaware. 

In exactly one-half of the states, real property is required to be 
assessed every year. In eleven others it is to be assessed every two years. 
Thus nearly three-fourths of them find it necessary to assess real prop- 
erty once in each two years or oftener. In Pennsylvania, the interval is 
three years; in seven states it is four years; in Maryland and Virginia, 
five; in Ohio, six; in Connecticut, ten; and in Delaware it varies among 
the counties from one to six years. In those states in which the assess- 
ments are not annual it is necessary to make adjustments in the list for 
destruction or construction, or for other major changes. In Kansas 
any county may reassess in any year ; and in Maryland and Indiana the 
tax commission may require annual reassessment. 

The short intervals between assessments were not characteristic of 
earlier decades. The Maryland tax commission of 1888, in justifying 
its recommendation for an annual assessment of personal property and 
an assessment of real property every six years, said: 

It has been nearly twelve years since there was a general assessment in 
this State and that fact alone would seem to indicate that an assessment is 
absolutely necessary; but with such long intervals between assessments it is 
impracticable when one is made to have the work done skillfully. There is no 
one with valuation of property for taxation; henoe, when the assess- 

ment is completed it is liable to be very imperfect and unequal. An annual 
assessment of personalty will keep the assessors familiar with their work. 2 

1 J. E. Brindley, History ef Taxation in lam, especially pp. 1-44. Cf.aboW.A. 
Rawks, CcniroJismg Tendencies in ike Administration of Indiana, especially chap vi. 

pp. 78-79- 
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The commission then quoted from the report of the tax commissioner 
to the General Assembly: 

By changes in bu siness and consequent changes in the possession of per- 
sonal property, a great deal of such property is lost every year to the basis of 
assessment, as the new owners seldom appear to have themselves charged, 
while the former owners either become irresponsible, or, if responsible, in- 
variably apply for a credit for the amount with which they have parted. Un- 
til we ran have some method by which the assessment of personalty can be 
reviewed each year by trained assessors and the work systematically done, 
this will always be a source of loss to the basis of taxation. 1 

The question of the frequency of the assessment was formerly a mat- 
ter of spirited controversy. At one time Maine and Massachusetts had 
provisions in their constitutions requiring revaluation every ten years; 
and Michigan, New Hampshire, South Carolina, and Virginia similarly 
required a revaluation every five years. 2 In Ohio, until recently, “re- 
valuations” were not made oftener than every ten years. 3 

It is not possible to ignore changes in value or in substance during 
the interassessment years, even though the interval is only two years. 
Depreciation and destruction, as by fire or flood, require relief, espe- 
cially if there is uninsured loss. On the other hand, it is not feasible to 
take account of every trifling change, for changes occur every year. 
Hence a minimum change is usually required to warrant an adjust- 
ment. Nebraska, unless the change by destruction or construction 
amounts to at least $100 in value, ignores it. Where this is not the law, 
administrators usually adopt a similar rule. 

Dangers lurk, however, in infrequent assessments, because it has 
been a general practice to limit the amount of revenue that the smaller 
political divisions may collect, to a certain percentage of the assessed 
valuation. The revenue of many school districts for the years 1919, 
1920, and 1921 was limited by assessment of 1918 or earlier. But 
Shortly after that assessment was made, commodity prices and salaries 
rose rapidly and, with the arbitrary legal limit set upon the rate, many 
districts found themselves legally barred from raising the sums neces- 
sary for efficient performance of their functions. It is usually deemed 

1 Report of State Tax Commissioner , p. 185. 

2 R. T. Ely, Taxation in American States and Cities (1888), Table facing p. 396. 

3 E. L. Bogart, Financial History of Ohio, pp. 208-12 ff. 
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necessary to a fair allocation of the tax burden that the assessments be 
made, if not annually, at least often enough to register appreciable 
changes in value, if the tax is to be based on the value. In periods in 
which the price level fluctuates violently, this is especially important. 
If the tax were in law, as it tends to be in practice, a tax on realty only, 
it would be possible to administer it even though the intervals between 
assessments were long. Such has been the experience with many of the 
cadastral property taxes in Europe, and in Japan, China, and Lidia. 

The cadastral system, unfamiliar in the United States, is the stand- 
ard system of administering real property taxes in Europe; it has the 
advantage of simplicity and economy of administration. An inventory 
is made carefully and completely on the basis of which taxes are levied 
for an indefinite period. It is necessary only to record changes of 
ownership and to change the rate if the yield is to be changed. The 
tax against any parcel is certain, relative to any other parcel in the 
district. That feature is valuable. The tax is not currently propor- 
tional to the value of the property, but is rather a known charge there- 
on, which is capitalized. The real burden or relief comes when, after 
many years, a revaluation has to be made. 

Only recently have violent changes in land values occurred in 
Europe. In the United States, however, this has been the normal condi- 
tion, and adoption of the cadastral system has been impossible from the 
outset. It was necessary to levy taxes at the very beginning of settle- 
ment, when land had little or no value. A domesday book which asr* 
certained the taxpaying capacity of land as being zero was useless. The 
cadastral system is practicable only in a country with property values 
well established, and then only so long as they remain stable. 

To a certain extent the entire discussion of the proper length of the 
interassessment interval is beside the point. There ought to be no in- 
terval. To be sure, the value as of the tax day must be ascertained, 
since the annual tax must be based on market value as of a uniform 
date for the entire taxing district But the process of deter m ining that 
value ought to be continuous. The Maryland commission struck the 
proper note when it said that with the long intervals it was impassible 
to maintain a competent staff of assessors. But if this is true of a tea- 
year interval, why is it not also true of & four-year or a two-year, oar 
even a one-year interval, where the work of the assessing staff is dis- 
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continuous? It will not suffice “to keep the assessors in practice” to 
have them make annual assessments of personalty, because the assess- 
ment of realty is becoming a specialized task. 

m. THE ASSESSOR 

Typically, the assessor is elected. Exceptions occur where township 
and county assessors are appointed. In South Carolina the township 
assessors are appointed for two years by the governor of the state, on 
recommendation of the legislative representative from the district. 
Much better is the practice of the city councils in South Carolina of 
appointing, also for two years, the city assessors. An interesting varia- 
tion occurs in Kentucky, where the county tax commissioners are 
elected by popular vote; but, before they can be eligible for election, 
they must have been so certified by the state tax commission, after 
examination. The 1922 efficiency commission regarded this arrange- 
ment as desirable as can be expected at present. 1 It is reported to have 
decreased the political turnover of county assessors about 50 per cent, 
yet it is not a perfect device. Competent persons appear to be scarce 
in certain counties; the elective method still enables an inexperienced 
man to displace one who may be efficient but unpopular; the state tax 
commission cannot control the county tax commissioner, since the 
consent of the circuit court is necessary for his removal. The efficiency 
commission recommended a system under which the assessors would be 
appointed, under indefinite tenure and subject to civil service rules, 
by the state tax commission. 

Significant exceptions to the practice of election occur in cities. 
There, because the problems of assessment have become complex, the 
assessor generally comes into office by appointment of the governor, 
mayor, city council, or some other body, and heads a permanent de- 
partment with employees subject to civil-service rules. Probably the 
best example is that of the city of New York. The department of 
assessment and taxation consists of three members appointed by the 
mayor. This body then appoints its own deputies and clerks. A busi- 
nesslike arrangement exists in Denver, where under the county-city 
government the director of the department of finance is ex officio 
assessor. 

1 Report , Part II, Revenue and Taxation , p. 37. 
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Efficiency has been hampered by the brevity of the assessor’s term 
of office. No sooner has he acquired the merest rudiments in the prac- 
tice of assessment than he may be out of office. In some states he may 
not succeed himself; and the prevalent preference for rotation in office 
may bring about the same result . 1 The short tenure results in wasting 
such experience as is gained and discourages persons with ability and 
training from seeking the office. There has seldom been sufficient con- 
trol of the assessor. He is subject to prosecution for malfeasance or 
nonfeasance in office, as are other public officials; but this remedy is in 
practice unavailable. In Georgia, and Colorado, upon complaint, he is 
removable by the governor. In Arizona and Idaho he may be removed 
by the county commissioners. Sometimes the power of removal is 
vested in the county or circuit court, as in Illinois, Missouri, Virginia, 
and, upon conviction, in New Mexico. In recent years the state boards 
of equalization and, still more recently, the state tax commissions have 
acquired in some degree the power of removal for cause, as in Nebraska 
and Kansas. 

Another circumstance that has hampered the efficiency of assess- 
ment is the auxiliary character of the office. Whether the unit of 
assessment has been the township or the county, the office has often 
been held by some such official as the town supervisor, the county 
clerk, or the sheriff. The fact that the work of assessment has been 
concentrated in a few months of the year has contributed to this ar- 
rangement. 

The auxiliary or dependent character of the office was formerly 
much more common than now. Almost every combination of offices 
has been tried, as will appear from a perusal of the history of any state . 2 
It would be interesting, if possible, to discuss the attempts to adjust 
the factors in the local assessment in order to insure an equitable valua- 
tion. The fiat of the tax levy is a legislative function, but the legisla- 
tures have often been loath to relinquish the administration. In the 

1 The method of electing the assessor does not always lead to a rapid turnover in 
office. Thus in Colorado in fourteen of the sixty-three counties there had been no 
change in the office of assessor during the ten-year period 1921-30; in thirty, there 
had been only one change; and in only one county had there been as many as three. 
The term of the Colorado county assessor is two years (Jensen, Survey of Colorado 
State Tax System, pp. 88-90). 

3 Cf. John E. Brindley, op. cit .; and E. T. Miller, A Financial History of Texas . 
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colonies, the allocation of the shares of the provincial tax to the towns 
was often the work of a legislative committee; it is even today in the 
New England states. In Pennsylvania, in 1693, the assessment of 
the colonial tax was assigned to any two members of the assembly 
within each of the respective counties; they were authorized to call to 
their assistance three justices of the peace or other substantial free- 
holders to act as deputy assessors. 1 The constables certified to the 
assessors the names of the taxables. In 1696 the legislative members 
gave up their part of the work, but the constables apparently continued 
theirs until 1873. 

The penalties in effect against the assessor are much less numerous, 
less varied than those against the owner or his agent and, if that be 
possible, even less effective. 2 The assessor, as mentioned above, is 
punishable for malfeasance and occasionally for nonfeasance. He is 
sometimes bonded; this is a partial safeguard, but his most common 
failings axe not remediable by bonding. Massachusetts early provided 
a fine of £5 against an assessor refusing to serve, and forfeiture of the 
entire sum apportioned to his town, or imprisonment if he had no 
property. 3 The practice, which had become regular in 1730, related to 
the colonial rather than to the local tax. Again in Texas, in 1840, the 
threat of a fine of $1,000 was supposed to induce the assessor to return 
the roll by the Fourth of July. 4 The assessment was for the Republic 
and not for the local tax. As a type of penalty for neglect or mal- 
feasance, may be cited that of Illinois in 1872, of from $100 to $5,000, 
or one year in jail. 

A demonstration of the ineffectiveness of penalties may be had from 
the experience of Vermont. In 1880 the law required the lists of per- 
sonalty to be rendered and sworn to before the listers, who under 
severe penalties were not to accept them unless correct and complete. 
This was to bolster up the returns of personalty which had shrunk from 
$21,400,000 in 1866 to $15,000,000 in 1880. Despite the powers of the 
listers of doomage over property not properly listed, and the duty to 

1 T.*K. Worthington, Historical Sketch of the Finances in Pennsylvania. 

* For the penalties effective against the taxpayer, see next section below. 

3 Douglas, Financial History of Massachusetts , p. 70. This fine was only 40 shil- 
lings in the gmaller towns. 

« Miller, Financial History of Texas , p. 41. 
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impose a ioo per cent penalty, the listing did not improve. In 1908 the 
tax commissioner's agents inspected the lists. Many had failed to re- 
turn any lists at all. Of the 113,000 lists examined, only 3,652 were 
legally prepared. It was estimated that the penalties of the listers for 
accepting improper lists would amount to $20, 000,000.* 

IV. THE ASSESSOR’S COMPENSATION 

The bases of payment for the assessor's service differ widely from 
state to state, but they fall naturally into a few types, some of them 
characteristic of particular regions. For county and city assessors the 
most common basis is the straight salary, but this is unusual among 
the township assessors. On the whole, the salary is probably the most 
satisfactory form of compensation. Two circumstances, however, have 
in many states prevented its adoption. One is the intermittent or 
temporary character of the work; another is the desire to make the 
compensation serve as a stimulus to effective service. 

The simplest compensation is the per diem type, by far the most 
common compensation for the township assessor. Usually it is too 
low, whether the amount is fixed by statute or set by local officers. 
Thus, until 1917, the per diem compensation given local assessors in the 
state of New York was only $2.00. After the passage of a law permit- 
ting the townships to pay more, practically none did so. Nothing is 
gained by local autonomy in this respect; it is better to have a standard 
per diem rate for the entire state determined by law. If the per diem 
allowance is an inducement to the assessor, it will probably induce him 
to make the job last longer, not necessarily to make a better assess- 
ment. It is probably an uneconomical form of payment, as is suggested 
by the earnest appeal of the Minnesota tax commission to the local 
assessors to work at least eight hours per day. 3 

The piece-rate practice of paying a specified sum per name listed 
is more common with the local than with the county assessor, and is 
undesirable in either case. In Arkansas a straight piece-rate of 20 
cents for each name listed is in force. This does not tempt the assessor 
to loiter on the job; it induces him rather to get as many names on the 

1 Lutz, Tie State Tax Commission , pp. 545, 546. 

8 Assessor’s Manual, 1920. 
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roll as quickly as possible regardless of how well the assessment is 
made. Moreover, a straight rate of this sort has the disadvantage of 
underpaying the assessor in a thinly populated county, unless, indeed, 
he makes the assessment without seeing the property, and, possibly, of 
overpaying him in a densely populated county, where properties and 
taxpayers are close together. The form of piece-rate payment used for 
the county assessors in the state of Missouri is evidently designed to 
avoid this difficulty. The rate for the first 1,000 names is 25 cents per 
name; for the next 1,000 names it is 20 cents per name; and for each 
additional name, 15 cents. The rate in West Virginia is $30 per 100 
voters listed, for the first 3,000 names, with declining rates for succeed- 
ing thousands; but it is provided that the total payment to the assessor 
shall not be below $1,000 nor over $2,100. Under such a system the 
temptation to place many names on the roll regardless of the correct- 
ness of the assessment must be strong. The simplest thing to do would 
be to copy the tax roll of the preceding year. Into this habit numerous 
assessors have fallen, but the practice is not peculiar to the states pay- 
ing piece-rate compensation. 

Two variants of what may be called the commission form of com- 
pensation may be distinguished. In one, the assessor is paid a percent- 
age of the amounts listed; in the other, a percentage of the amount 
actually collected. These forms possibly stimulate full assessment, but 
not necessarily equality among taxpayers. 

Perhaps the most complex system is found in Alabama. If the total 
state tax on the roll is not over $1 2,000, the assessor receives 8 per cent 
on the first $1,000, 4 per cent on the second $1,000, and 2 per cent on 
the remainder. Where the roll exceeds $12,000 the compensation is the 
same up to $12,000; over $12,000 and up to $60,000, per cent; on the 
remainder, 1 per cent. A similar commission is paid on county taxes. 
In addition there are other fees— for instance, a fee of 5 per cent of 
back taxes collected, and also a fee of 25 cents for the issuance of each 
notice of increase of property valuation by the court of county com- 
missioners. The assessor is entitled to this compensation out of the 
first moneys collected, and the state and the county each pays its 
share. 

In Texas the compensation of the assessor is based on the assessed 
valuation, not on the amount of taxes collected. It is 5 cents for each 
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$100 of the first $2,000,000 valuation, 2.25 cents on each $100 addi- 
tional up to $5,000,000 valuation, and 1.7 cents on each $100 of the 
balance. The assessor also receives 5 cents for each poll listed. The 
state pays for the assessment of the poll and for half of the property 
roll, the county paying the remainder. It makes no difference to the 
Texas assessor, as far as the amount of his salary is concerned, whether 
or not the tax is collected. He is like a salesman who receives his com- 
mission on the orders turned in, whether they are good or bad. 

The commission system, especially in a developing state, meets 
changes with difficulty. Like the fee system of compensating other 
public officials, it raises other objections. It is difficult to adjust from 
year to year in communities where the valuation varies widely, as fre- 
quently happens where a single special crop furnishes the bulk of tax- 
able property. In colonial Virginia, where prosperity depended upon 
the tobacco crop, in good years there was great competition for the 
position of sheriff or justice of the peace because of the great profit to 
the ex officio assessor and tax collector, while in poor years assessors 
and collectors could not be had, because of insufficient compensation, 
with the result that whole counties went un taxed for years. 1 

The experience of Texas is striking. Up to 1840 the assessor was 
appointed by the county court from candidates who made sealed bids 
for the office. He was appointed “who seemed best calculated to per- 
form the duties and protect the public interest,’ 5 and the compensation 
was such as was specified in the bid. The compensation thereafter, up 
to 1848, was an elaborately graduated scale of commissions, beginning 
with 8 per cent upon the first $1,000 of taxes assessed and ending with 
1 per cent on all sums in excess of $10,000. In 1848 the rates were 
halved. These sums were payable separately by the state and county, 
each for its own tax. The constitution of 1869 made the justices of the 
peace assessors, with a flat commission of 5 per cent of the assessed 
taxes, but with a maximum of $2,000; at this point the commission 
abruptly stopped, and there was a strong tendency for the assessment 
to do likewise. An amendment of 1875 returned to the original system 
of appointment by the county court. However, the constitution of 
1876 established the present system, under which a county assessor is 
elected for two years, and there are separate assessors for the cities. 

* Ripley, The Financial History of Virginia, p. 43. 
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The compensation is graded from 5 cents to 1.7 cents per $100 of taxes 
assessed, a scheme that is justly criticized as discouraging initiative 
where it is most needed — for the later and most difficult parts of the 
assessment. 1 


V. THE TAXPAYER’S RESPONSIBILITY 

The taxpayer’s responsibility for the assessment extends, if he is 
legally competent, usually to the listing and sometimes to the valua- 
tion of his own property. A legally competent person may be required 
to list and value much property that is not his own. Guardians, execu- 
tors, administrators, receivers, trustees, and others responsible for 
persons temporarily or permanently legally incompetent, must list 
the properties of their wards. This duty is often exacting and com- 
plicated. Some of the states in their early days suffered losses in rev- 
enue from failure to define the responsibility for listing such property. 
Thus, in Texas, the crudeness of the early laws is shown by the fact 
that not until 1840 were three separate inventories required to be filed. 
The first related to property owned, the second to property controlled 
as guardian, executor, or administrator, the third to such property as 
was in hand as agent or attorney. 8 

Agents or attorneys are frequently in charge of property on the tax 
day; hence doubt may arise as to the responsibility for listing such 
property- This problem is closely bound up with that of the place where 
the property must be returned and taxed. In general, such property as 
is temporarily held is listable, not by the agent, but by the owner, while 
such property as is not immediately to be moved into control of the 
owner but has acquired a situs away from the tax jurisdiction of the 
owner must be rendered by the agent. 

The manner in which the assessment is performed varies consider- 
ably. Two major modes of procedure may be distinguished, although in 
some instances the methods are merged. In one, the assessing official 
or his deputy is present at a specified place on stated days, and there 
receives the lists of taxpayers. In the other, the assessor himself as- 
sumes the initiative and sometimes interrogates the owner, or from 
other sources obtains the information necessary. In general, the self- 
assessment method has been favored but gradually, though irregularly, 

* Miller, op. cit. 9 p. 229. 2 jM 01 er, ibid., pp. 40 ff. 
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this procedure has been displaced by the latter, when experience has 
demonstrated that for successful assessment a great deal of initiative 
and authority must be lodged in the assessor. Thus in 1855 in terri- 
torial Kansas “a crude form of self-assessment was provided, whereby 
the county assessor was to designate a certain point in each township 
where the people were to deliver to him written lists of all their prop- 
erty. It is almost useless to add that this impotent system soon fell 
into disuse.” 1 Self-listing probably prevailed at first partly because it 
is much simpler and less costly to maintain one official in a county for a 
short time to whom all taxpayers must go to list their taxables, than to 
provide enough officials to seek out every item wherever located; and 
partly, too, because, in those pioneer days, that system was more satis- 
factory than it would be today. 

Self-assessment was never characteristic in some states. The colonial 
assembly of New York instructed the assessors to “proceed from house 
to house.” Self-assessment under oath was never the practice in New 
York. 2 Obviously, in the northern and middle colonies, where the 
township or town assessor prevailed, the assessor could canvass every 
taxpayer; this method was less practicable for the assessor of the larger 
county unit, unless an organization with several deputies was provided. 
Nevertheless, even in many of the former states, self-assessment with 
certain safeguards was the rule, just as it is today. Thus, in Vermont, 
from the beginning the listers warned the owners to give in their lists. 
Where there were no lists or where they were incomplete, the assessors 
were authorized to “fourfold” the actual amounts that should be 
turned in; and, as a special inducement, one-half of the tax on the 
“fourfolds” was to go to the assessors. 3 

Despite all the safeguards added, the practice of self-assessment 
proved ineffective, as is shown, for example, by the experience in 
Wisconsin: “The assessment law of 1849 trusted too much in the 
honesty of the taxpayer. Assessors were obliged to accept the valua- 
tions of personal property that were sworn to by the owners or their 
agents. Valuations of real estate that were sworn to by the owner and 
a disinterested freeholder of the same town or ward and of no relation 

1 J. E. Boyle, The Financial History of Kansas, p. 18. 

* Schwab, History of the New York General Property Tax, pp. 62-63. 

*F. A. Wood, History of Taxation in Vermont, 
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to the owner were final.” 1 The self-assessment led, in Wisconsin as 
everywhere else, to incomplete assessments. Another difficulty with 
self-assessment arises from the tendency to delay as long as possible, 
as concisely stated by C. G. Hanna, assessor of Chaves County, New 
Mexico: “We notify the people that we shall be ready to see them in 
our office on the first day of January. A few come in the first week, a 
few more the second, but three-quarters of them put it off until the 
last week and then come crowding us.” a 

Texas offers an interesting example of the changes that took place 
in the methods of listing. Until 1846 the assessor was to receive the 
lists at appointed places, the duty of the owner extending both to the 
inventory and the valuation. Under the 1836 statute, however, the 
assessor was required to call in two citizens to value such property as 
appeared to him to be undervalued. In 1839 this duty was placed upon 
two citizens and the chief justice of each county. But in the statute of 
1840 only sickness or unavoidable absence excused the owner from 
appearing in person to list Ms property; if there was no return the 
assessor was to call on the owner and was to receive the proceeds of a 
$10.00 penalty therefor; if the owner was not at home, the assessor left 
notice for the list to be returned at a stated time; and in case of non- 
compliance the property was “doomed” and the tax doubled. After 
1846 the assessor was required to call upon the owner and receive the 
list, which was to include both the inventory and the valuation. In 
1848 only the inventory was to be given under oath; and, in a case of 
disagreement with the owner as to the valuation, each selected “a 
respectable freeholder,” who jointly were to choose a third, and these 
three were to fix the final valuation by a majority decision. In i860 
there was a return to the practice of notifying the owners, by publica- 
tion of notice, of the place and date for receiving lists. On those who 
did not attend, the assessor was to call, receiving therefor a fee of $1.00 
for each call, except calls on widows for wMch there was no fee.* 

The penalties are stricter for nonlisting than for improper valuation, 
obviously because valuation is a matter of opinion while the listing is 
a matter of recording ascertainable facts. Moreover, once listed, the 
property will be taxed to some extent; while, if it is not listed, there is 

1 R. V. Phelan, The Financial History of Wisconsin , p. 136. 

* Proceedings, 1920, p. 369. * idler, op, cU pp. 99-1 11. 
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no liability for tax. Hence an action for perjury does not usually lie 
for misstatement as to value, while, on paper but seldom in practice, 
it will lie for misstatement as to quantity. Also the value given by the 
owner is seldom binding upon the assessor, who in some states must 
make his own valuation. Most states require the owner to take an 
oath that the list is true as to quantity; less often does the oath apply 
to value. Ohio, among other states, requires that a person having 
nothing to list shall take an oath to that effect. 

Severe penalties exist for refusing to list property, for listing it in- 
correctly, for refusing to take the oath, or for concealing, removing, 
or misrepresenting the ownership or control of property or its tax li- 
ability. The severity of certain penalties may be seen from the provi- 
sion enacted in the Territory of Illinois in 1812 that, in case of fraudu- 
lent failure to return taxable property, all the taxable property should 
be forfeited to the state.* This unreasonable penalty lasted only till 
1814, when it was replaced by a provision trebling the tax. 3 A few 
other cases of forfeiture have been found, but none is now believed to 
exist. 3 

Twelve states provide that by refusing to list his property the tax- 
payer forfeits his right to be heard by the board of review or equaliza- 
tion on a complaint of overassessment. Montana seeks the same result 
by providing that if the taxpayer should conceal, remove, or otherwise 
withdraw property from taxation, the assessor shall assess it at not to 
exceed ten times its true value, such valuation not to be reduced by the 
board of equalization. In contrast to this severepenalty, note the mod- 
erate provision of New Jersey to the effect that if a taxpayer refuses to 
make a list of his property or makes a false list, the assessor is to place 
the property at the “highest value at which he has reason to believe it 
may be placed.” Another penalty applying to only one type of prop- 

x IL M. Haig, A History of the General Property Tax in Illinois , p. 44* 

9 The present penalty of Illino is is still severe: for failure to file a return, the 
assessor is to add a 50 per cent penalty plus a fine of $200; for filing false returns, a 
$5,000 fine and imprisonment for one year. When the miserable returns of personal 
property in Illinois, referred to in chapters 3d and xii, above, are recalled, it seems 
that heavy penalties are not very potent as stimuli to full and accurate assessment. 

3 It is, however, still deemed necessary specifically to forbid such forfeiture. The 
constitution of Louisiana states that “there shall be no forfeiture of property for the 
nonpayment of taxes . . . (Art. x, sec. zi). 
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erty occurs in Tennessee, where failure to list any note or chose in 
action deprives the holder of the right to bring suit in any court in 
Tennessee for its collection. If generally enforced, however, such a 
penalty would interfere with the ready negotiability of credit instru- 
ments. Several states provide no penalty except those flowing from 
the commission of perjury. More often, the action for perjury is in 
addition to other penalties. The risk of perjury action doubtless exists 
in all the states where an oath is required. 

Severe pecuniary penalties or fines are the principal feature of the 
legal stimuli to complete listing and valuation. They occur in various 
forms. Missouri furnishes a typical instance. For refusal to take the 
required oath, a fine of from $10 to $1,000 is imposed; the penalty for 
failure to furnish the list is doubling the assessed value of the property; 
and, for returning a fraudulent list, trebling the value. The Kansas 
penalties are somewhat more severe. The penalty for failure to sub- 
mit a list except in case of sickness or necessary absence, or for sub- 
mitting a false statement, is a fine of from $50 to $5,000, and an in- 
crease of the assessment by 50 per cent. In Ohio, upon refusal of the 
taxpayer to list his property, the assessor must list such as he can find, 
and the county auditor is then to raise the value thereof by 50 per cent; 
for a false return, also, 50 per cent is added. The penalty prescribed by 
the North Carolina law is much simpler, namely, a fine of $10 for each 
$100 worth of property withheld. 

It would be easy to make a much longer list of the penalties. In such 
a list there would be many ingenious legislators’ schemes for com- 
pelling taxpayers to list their taxable property. In many states, how- 
ever, the fines are small; and in a number of other states there are no 
fines, the only penalty being prosecution for perjury or misdemeanor. 
But all these statutes, liberal or bristling with penalties of every sort, 
are ineffective. Rarely are attempts made to apply them. 

VI. THE POWERS OP THE ASSESSOR 

Since the assessed valuation is the basis upon which the taxes are 
apportioned, the assessor is the public official who ascertains one of the 
two sets of facts upon which depends the respective contributions of the 
several taxpayers. It is, therefore, not surprising that legislators 
should, on the one hand, have withheld from the assessors such powers 
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as they feared would be arbitrarily used, and, on the other hand, ac- 
corded them only those powers deemed indispensable for them. Ac- 
cording to whether the legislature was predominantly concerned with 
protecting taxpayers against arbitrary treatment by the assessors or 
with protecting the public treasury against tax evasion, have the pow- 
ers of the assessors been sparingly or freely granted. And as these mo- 
tives must have changed from time to time, and differed from place to 
place, we should expect to find an inconsistent and at times unreason- 
able extension or restriction of the powers. 

Like the Englishman during the English experiences with the 
“tenths” and “fifteenths” on movables, 1 the American taxpayer would 
prefer to be “master of his own valuation.” While the legislatures share 
this preference, they are constantly faced with the necessity of extend- 
ing authority to prevent that palpable tax evasion which has character- 
ized the general property tax throughout its history. Sometimes the 
assessor occupies a merely clerical position, being required to be present 
at stated times and places to receive the taxpayers’ lists and valua- 
tions. 2 At the other extreme no restrictions are placed upon the asses- 
sor — this is probably equally rare. Lutz states that in Vermont, in 
1825, the listers were given practically unlimited powers of assessment 
of intangibles so long as they acted with “common care, skill and 
prudence.” 3 

In general, the assessor has the right to view the property to be 
assessed, to enter buildings and examine them for the purpose of as- 
sessment. He can require the production of pertinent books and other 
evidence, a prerogative which to the local assessor is probably not of 
great practical value, since his ability to make use of such evidence is 
limited. 

The assessor is not an isolated functionary. His work must articu- 
late with that of other officials. He is usually supervised by one or more 
agencies. The township assessor is commonly supervised by some coun- 
ty official, such as the county auditor; and recently, in a general way, 

r Cf. Dowell, A History of Taxation and Taxes in England , especially Vol. TL 

2 Thus in South Carolina the county auditor receives the returns and lists the 
property at owner’s valuation, which he may not increase without authorization of 
the county board. 

s Lutz, of. cit ., p. 12. 
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by some state agency, such as the state tax co mmi ssion. The county 
assessor is generally responsible to the board of county commissioners 
or some county court, and to some extent to the state supervisory 
agency. The relationship in Kansas is interesting, as representing, in 
a way, both types. The deputy assessor may be suspended by the 
county assessor and, after a hearing before the tax co mmis sion, may be 
dismissed from office, for neglect of duty. The county assessor in turn 
may, upon evidence of incompetence or neglect of duty satisfactory to 
the county commissioners, be suspended from office and, after a hear- 
ing before the tax commission, dismissed; or the commission may, on 
its own initiative, order him to be tried and dismissed. 

Upon the completion of his work, the assessor turns over his records 
to the county auditor, or to some other specified officer or body, for 
review, except in a few states, such as Massachusetts, where the asses- 
sor also performs the function of review. It is usually the duty of the 
county auditor to require satisfactory performance of the original 
assessment. Usually the assessor cannot draw his compensation until 
he presents affidavits certifying that the work is acceptably performed. 
But that requirement must necessarily refer to the form of the lists 
rather than to the degree of completeness of the list or the accuracy of 
valuation. 

The extent to which the assessor has been deprived of help that could 
have been useful in achieving an accurate assessment is surprising. 
Public officers in possession of evidence useful for this purpose have 
often been unwilling, and sometimes forbidden to disclose it. Quasi- 
public and private agencies in possession of similar information have 
sometimes been restrained from disclosing it. Assessors cannot avail 
themselves of information known to banks and other organizations 
respecting bank deposits and other property. 

In the assessment of real property, it would seem that the evidence 
of ownership of real property found in the surveyor's and the recorder's 
books ought to be available to the assessor. But, in Texas, not until 
1840 was the county surveyor required to furnish to the assessor any 
information from county surveys, and the act of 1840 making this re- 
quirement was repealed in 1841. Apparently a remedy for nonassess- 
ment was here rendered unpopular because it worked. 1 One reason for 

1 Miller, op. cii p. 48. 
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this apparently unreasonable restriction may be found in the inac- 
curacy and incompleteness of the public records. Another probably 
was that the assessor, with his limited time and compensation, was 
hardly in position to make use of such records as existed. 

The judge of the probate court, or some officer in a similar capacity, 
may be required to provide the assessor with a list of taxable estates. 
In Kansas a fee of io cents for each name submitted is due to the judge. 
It is not entirely a matter for rejoicing that this avenue of information 
is available, so long as there is no corresponding means for apprehend- 
ing similar property not publicly recorded. Moreover, within this class 
of property there is opportunity for discrimination, for there are at 
least three possible jurisdictions in which such property may be made 
taxable, namely, the physical location of the property, the residence of 
the beneficiary, and that of the fiduciary. 

VH. TAX INQUISITORS 

The assessors, with a few conspicuous exceptions, have usually been 
unreasonably limited in their power to employ assistants. In a few 
states, notably Ohio, Iowa, and Kentucky, there grew up a system of 
employing “tax ferrets,” “tax inquisitors,” or “revenue agents,” for 
the purpose of securing adequate assessments. Because of the publicity 
they have received, and because of the lessons they have yielded, they 
must be discussed briefly. 

The basis of the inquisitorial system is the power of the assessor or 
some other official to employ special agents to aid in assessing omitted 
or undervalued property after the regular assessment has been com- 
pleted. The system is stronger if the agents can compel evidence under 
oath, from outsiders, and if authority is given to inquire concerning 
property omitted, not only during the current assessment, but during 
previous years. 

It has been common for the county auditors of Ohio, Indiana, Min- 
nesota, and other mid-western states to add omitted property and ad- 
just the valuation of improperly valued property for the current year, 
and less generally, for earlier years. 1 In the Territory of Ohio, by the 
act of 1799, owners were required to render their property to the county 
commissioners; those refusing were fined $30 each, and their taxes were 

1 Lutz, op. cit.y p. 18. 
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doubled; any person giving evidence of evasion was to receive one-half 
of the proceeds of the fine. 1 In Illinois, the states 1 attorney was to 
receive a special fee of $20 for each conviction for fraudulent tax assess- 
ment, and also 10 per cent of all fines imposed in such cases. 2 

The beginnings of the Ohio tax-inquisitor system are not clear. In 
1846 the assessor, failing to secure satisfactory listing from the owner, 
was to consult other sources. 3 The assessor might examine under oath 
any persons who, he might suppose, had knowledge of omitted or im- 
properly assessed property. Should they refuse, he could through any 
justice of the peace compel testimony under pain of penalties for con- 
tempt. The county auditor might likewise summon witnesses and 
change the valuations of the assessor or add omitted property, and 
thereupon add 50 per cent to the amount discovered by the assessor or 
by himself. In 1876 the auditor was authorized to go back of the 
current assessment four years to assess omitted property. It must have 
been the practice of the county commissioners to employ private per- 
sons to ferret out omitted or improperly valued property prior to 1880, 
at the cost of the county, for in that year the legislature authorized the 
commissioners in Hamilton County to deduct the cost of such investi- 
gations proportionately from all the funds to which the revenue was to 
be distributed, whether to state, county, city, town, or any other dis- 
trict. This was made optional for four counties in 1885, and for all 
counties in 1 888. The compensation to the inquisitors, however, was 
not to exceed 20 per cent 4 of, and, was to be paid exclusively from, 
moneys actually paid in as a result of the activities of the inquisitors. 

On the basis of this legislation, there grew up a system of informa- 
tional activity which extended at its height to more than half of the 
eighty-eight counties in the state. The county commissioners con- 
tracted with individuals or firms, who sometimes held contracts for 
several counties, and set up detective bureaus and interbureau organ- 
izations for exchange of information. When obtained, information was 
presented to the county auditor, who would then summon the owner 
to show cause why he should not pay the tax and the penalty. Usually 

1 Bogart, op . cit ., pp. 182-83. 2 Haig, op. cit p. 143. 

3 For this subject the principal source has been : T. N. Carver, “The Tax Inquisi- 
tor Law of Ohio,” Economic Studies, No. 3, pp, 167-212. 

4 In the four counties mentioned in the law of 1885 it was 25 per cent 
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the matter was settled by an agreement as to how much was actually 
due. If the owner did not appear, he was summoned under penalty for 
contempt, and the inquisitor acted as prosecutor. It then remained for 
the auditor finally to determine how much to add to the assessment. 
The auditor received a fee of $ per cent of the amount added. 

In Iowa 1 the system was similar. It appears, that prior to 1900, the 
county commissioners had been employing “ferrets” here and there. 
But the compensation was then limited to 15 per cent of the taxes re- 
covered. 2 Brindley distinguishes three kinds of ferrets: (1) the “birds 
of passage,” who spent only a few days in a county, then passed on to 
another, everywhere “skimming the cream;” at the other extreme, (2) 
those who stayed year after year and worked systematically and con- 
scientiously to cover all cases; and (3) those who covered several 
counties with several contracts, keeping their employees at work as the 
business would warrant. 

In Kentucky alone 3 the system survives in its most developed form. 
Formerly there might be one “revenue agent” in each county and four 
at large, all appointed by the auditor of public accounts to discover 
cases of nonlisting and flagrant undervaluation, and bring suit for 
recovery of state and local taxes. Their compensation consisted of a 
20 per cent penalty on the amount collected. Owing to vigorous op- 
position there is now only one revenue agent, who is appointed by and 
subject to the control of the state tax commission, and who selects his 
own corps of assistants. The compensation is now limited to 75 per 
cent of the 20 per cent penalty. The tax commission in 1923 believed 
that, thus limited, there were no important objections to the revenue- 
agent system. The efficiency commission, reporting in 1924, however, 
recommended its abolition.* First, it would be rendered unnecessary 
by adoption of certain other recommendations relating to the assessors 
and the tax commission. Second, the profit motive might lead to un- 

1 J. E. Brindley, op. cif., pp. 310-53. 

* The right of the counties to contract and pay for such services had been deckled. 
In one case {Shinn v. Cunningham , 1 20 Iowa 385, 386), 50 per cent was declared not 
unreasonable, considering the peculiar difficulties of this kind of Investigation. 

» In Tennessee, Georgia, Oklahoma, Florida, Texas, and other states it occurs in 
less conspicuous forms. 

* Report, No. 2 , Revenue and Taxation, pp. 42, 43* 93- 
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equal exploitation of cases that would yield large rewards. Finally, the 
revenue agent made no report as to his “earnings,” thus leaving the 
state in the dark as to whether 75 per cent of 20 per cent penalty con- 
stituted suitable compensation. Such service as the revenue agent per- 
forms might properly be made a part of the work of the tax commis- 
sion. 

The principal argument in favor of the tax .ferret system was, of 
course, that it brought to light much property that would otherwise 
escape. It is a matter of record that the recovered property ran into 
millions annually. Perhaps the best evidence of its effectiveness was 
the bitter antagonism of those who had been compelled to disclose large 
amounts. 

Ag ains t the system it was argued, first, that it was inquisitorial. 1 
But so is any system that does not leave the assessment to the tax- 
payers. Only evaders are caught in the net, while the honest taxpayers 
are relieved of an unfair burden. Should not the lawbreakers, potential 
and actual, put up with some inconvenience to relieve honest persons 
of unfair burdens? If the law itself is bad, the proper remedy is to 
change it. Second, the ferret system was alleged to be confiscatory, at 
least as to intangibles. But the system per se did not make the tax 
confiscatory. The tax is no more confiscatory on intangibles that 
would escape except for the ferrets, than on those rendered without 
their work. If those too honest or too ignorant to evade the law can 
endure its confiscatory character, those who attempt to evade it have 
no just cause for complaint. Third, it was said that the ferrets aimed 
chiefly at intangibles, and that, since the tangible property on which 
these securities are based has already been taxed, to tax the securities 
also would be double taxation. That is a correct analysis; but it would 
seem that the remedy is by exemption rather than evasion. 3 This argu- 
ment is against the tax system, not against the ferrets. 

Fourth, in Iowa it was charged that the ferrets sought out widows 

1 “It is needless to point out how abhorrent such a system is to the spirit of liberty 
which we have inherited from our fathers. The trade of an informer has been for 
centuries a hateful one to men of our race. Such an invasion of the privacy of life is 
shocking to any one who appreciates the traditions of English liberty” (E. A. Angell, 
“The Tax Inquisitor System in Ohio,” Yale Renew, V, 350-73). 

3 But only as to intangibles that are completely representative. As to others, 
exemption Is not the proper remedy. 
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and orphans and mulcted them by bringing their property to light in 
relatively much greater amounts than the property of others. What- 
ever foundation there may have been for such charges was probably 
due to the fact that the ferrets sought out estates in the probate courts 
because there omissions were easily discoverable. But if the prohate 
judges are required to furnish lists of names of administrators, the es- 
cape of this class of property is already well-guarded against. Quite 
different is the complaint from Ohio, to the effect that the inquisitors 
devoted all of their time to a very few wealthy men, and to the hold- 
ings of stocks and bonds of these few. 1 The real grievance probably was 
that the ferrets sought the cases that would yield the greatest and sur- 
est return for the labor and expense involved, leaving the more difficult 
and less profitable cases undisturbed. 

Fifth, it was charged that the operations of the ferrets drove capital 
out of the state. Wealthy tax-dodgers might be caught once, but not 
often, for they would leave the state. There may have been some foun- 
dation for this contention, but Carver was unable to discover adequate 
proof, one way or the other. Finally, it was claimed that the ferrets 
were ineffective — that they did not, in fact, increase the tax base. If 
they caused some property annually to be put on the roll that would 
not otherwise have been placed there, it was said they would diminish 
pro tanto that part rendered voluntarily. The contention can never be 
proved or disproved. But if true, it proves that the state cannot en- 
force its tax laws. It would then appear wise, rather than to be bullied 
annually by the tax-dodgers, to exempt such property as is taxable in 
practice only to those who voluntarily or ignorantly tax themselves. 

There is nothing revolutionary about the employment of special 
agents upon a contractual basis to discover omitted property. But it 
would appear that the service ought to be a regular part of the asses- 
sor’s duties. The commission form of compensation is open to abuses 
and objections. It may be added that the employment of special rev- 
enue agents is analogous to the employment of experts to appraise, or 
aid in appraising, particular forms of property that are difficult to 
assess. In the latter case, however, the assessor or the county board 
may employ assistants, but the responsibility of assessments cannot be 
delegated. 

1 Angdl, op. cii.y pp- 35°-"73- 
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VUL OMITTED PROPERTY 

As soon as the assessor’s lists are returned, the data therein acquire a 
weight quite out of proportion to the importance they appeared to en- 
joy while they were in the making. Before the courts, in cases of con- 
tested assessments, the presumption is strong that the assessor is right. 
Mere errors in judgment of the assessor will not invalidate an assess- 
ment. Wilful and intentional discrimination must be shown. The list- 
ing and valuation are official data, though not final, but subject to 
change by the constituted boards of review and equalization. With 
these data the assessor has finished, though he may take part in the 
review and equalization either as a member of the board or as the 
witness. 

But what of property which the assessor has failed to list? Under 
what conditions and by whom may the omitted property be placed on 
the roll? Here the practice differs widely among the states. In some 
states the assessor must add the property to the roll with proper 
penalties. In a larger number, the addition to the roll must be made 
by the local board of review ; and in Minnesota both the local and coun- 
ty boards are charged with this duty. In Arizona, California, Okla- 
homa, Missouri, and Texas, both the assessor and the county board of 
review must seek to add such property to the roll. 

The penalties previously discussed apply chiefly to the current 
assessment. Property subsequently discovered which has escaped as- 
sessment ought not to be out of the reach of the state, for this would 
encourage evasion. On the other hand, the tax lien of the state ought 
not to run without limitations, as that would seriously interfere with 
the exchange and use of property. Yet the statute of limitations, as 
a rule, does not run against the state. 

The time limit, where there is one, is not the same in all states. Ken- 
tucky and Texas claim the right to assess property whenever it is 
found, but the limit is not the same for all property. Rhode Island 
permits the assessment of omitted property for six years back, but only 
to the owners or trustees at the time of evasion. In Alabama and Ohio 
the time-limit is five years. Florida and Louisiana hold the right for 
only three years. Wisconsin also permits the assessment of realty for 
three years. Georgia places the limit at one year. California likewise 
limits the period to one year, and then adds that personal property 
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must still be in the hands of the same owner or trustee; but, if found 
within the time limit, it is to be assessed at double the value. 

When the assessor has completed his list, and has turned in his work 
for the year, he has, in most of the states, nothing more to do with the 
assessment of property until the next year. That, at least, is generally 
true of the local assessor and to some extent of the county assessor, 
who usually limits his work of assessment to a certain season. In the 
large cities, the assessment has become a continuous process. The 
listing and appraisal must be made as of a given date. During the rest 
of the year, however, the assessors check up the assessments with sales 
records, prepare classification lists, field books and maps, and attend to 
other matters pertaining to the modem assessor’s office. Sometimes 
property discovered subsequently to the regular assessment date may 
be turned in as a part of a supplementary assessment. In Massa- 
chusetts the assessor retains the list and may at his discretion add prop- 
erty discovered subsequent to the regular assessment date. He may, 
also, with considerable power of discretion, make abatements even 
after the tax levy has been made. But this is unusual. . In most states 
the assessment is still deemed to be largely a clerical task that requires 
no particular training or skill, and one that is begun at a definite time 
and finished within a stated period. 

In summary, it may be said of the local assessment that the assess- 
ment area is too small where it is less than the county, or large cities. 
The prevailing method of electing the assessor is faulty in that it places 
in office men who are often untrained, unskilled, and likely to be politi- 
cally influenced in their work toward either a low assessment ratio for 
their districts or toward assessments favoring particular interests. The 
compensation of the assessor is almost invariably too low, except in the 
larger cities where the assessment functions have expanded to require 
a permanent department of assessment. The processes of equalization, 
the central supervision of the local assessment, and the central assess- 
ment of certain types of property which, as experience has demon- 
strated, cannot be locally assessed, will be treated in the following 
chapters. 

It would hardly be possible to overemphasize the prevailing char- 
acteristic of excessive decentralization in the assessment. The ad- 
ministration of the general property tax contrasts sharply with that of 
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the income tax, and of every other tax except the poll tax and a few 
local license taxes. The assessment is essentially a function of determin- 
ing values uniformly for the entire state. It ought to be a state func- 
tion, and the assessment officials ought to be as free from local pressure 
of taxpayers as are the administrators of the federal and state income 
taxes. That this is not the condition is chargeable chiefly to the fetish 
of home rule. Perhaps the home rule doctrine is, in certain phases, 
based upon a genuine desire for local self-government. But underlying 
the insistence upon local assessment is a feeling that the local assessor 
is not merely necessary in order to prevent differentially high local 
valuations but also useful for the purpose of obtaining differentially 
low local valuations. The mechanism for this competitive undervalua- 
tion could be removed by centralizing the assessment. 

This problem has long been recognized. In 1915 a committee of the 
National Tax Association, reporting 1 on the method of selecting asses- 
sors, suggested four methods, differentiated primarily by the degree of 
centralization proposed. The first method provided for a full-time 
assessor in each county, appointed under civil service rules after com- 
petitive examination, by the state tax commission for an indefinite 
tenure, and subject to removal only for cause. The appointment was 
to be made regardless of residence of appointee, and the tax commis- 
sion would have authority to move the assessor from one county to 
another for the good of the service. The other three methods differed 
merely in the degree to which they lacked the centralizing features of 
the first. No opposition in principle to these methods was voiced by 
the Conference, but the belief was expressed that progress toward 
making the assessment a state function would be slow. Fifteen years 
of experience have justified this belief. 

1 Proceedings, IX, 197-207. 
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EQUALIZATION 

Had the local assessment been satisfactory there would have been 
nothing further to do but extend the taxes and collect the revenue. 
Since the assessment, however, is very incomplete and unequal, it has 
been found necessary to establish state equalization agencies to remedy 
the assessment. These agencies date back, in their simplest form, to 
colonial days. In Massachusetts the first relatively permanent com- 
mittee of the General Court to equalize taxes was apparently created 
in 1692. 1 However, in the states, except Maine (1820), Vermont (1820), 
Connecticut (1820), and Ohio (1825), the equalizing agencies, in their 
present form, appear to have been organized since 1850. 2 And a few 
states have not yet provided such agencies. 3 Many of the early boards, 
commissions, and committees charged with equalization were tempo- 
rary, and all, judged by modem standards, were crudely organized and 
equipped. Local bodies of review and equalization also date back 
many decades. As will be seen from Table 83, only five states remain 
without county or other local boards of review or equalization, and 
some twelve to fourteen have both county and local boards. 4 

I. EQUALIZATION FUNCTIONS AND AGENCIES 

The concept of equalization is simple. It means the accomplish- 
ment of a uniform assessment ratio, at least within given categories of 
property. The assessments discussed in the preceding chapters are the 
assessments as equalized. As these “equalized” assessments unques- 
tionably were far from equal, either they, must have been very bad 
before “equalization” or the equalization must have been ineffective. 
Both assertions are true in part, as will appear presently. Diverse sorts 

1 Lutz, The State Tax Commission, pp. 223. 

a Ibid., pp. 45-46. 3 Cf. Table 83, infra . 

*■ For detailed tabular presentation, cf. National Industrial Conference Board, 
State and Local Taxation of Property, pp. 181-91, Tables 12, 13. 
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of disc rimina tions occurring everywhere called for both local and state 
equalization agencies. A state agency was necessary that the state tax 
might be proportional to the property in the counties; a county agency, 
to equalize the valuation for the taxes of the smaller units within the 
county; and some agency, state, county, or local, to equalize the indi- 
vidual assessments, either upon complaint of the taxpayer or upon its 
own initiative. Where discrimination existed among different classes 
or types of property, equalization was also necessary, at least so long 
as the original assessment was made under a decentralized system. 

To this principal function of the equalizing agencies have been added 
certain auxiliary duties which might otherwise have been retained by 
the assessor, or assigned to the courts or to some other local officer. 
In the first place, where the assessor is, in fact, a mere taker of the 
lists 1 or inventories whose seasonal task is completed when the round 
of all the taxpayers has been made, or when the stipulated period for 
receiving the returns is past, it is necessary that some official or body 
receive the list from the assessor and hold it open for inspection by tax- 
payers unless the assessor’s valuations and lists are to be arbitrarily 
accepted for extension on the tax roll. There must also be some agency 
to correct clerical errors in the lists, upon complaint or otherwise. 
These functions might have been left with the assessor, as they have 
been in many states, but in other states they have been assigned to the 
local board of review, to the county auditor, or to the county super- 
visor of assessment. It is a matter of division of labor among avail- 
able agencies. 

In the second place, the listing of omitted property must be done in 
the interest of the public treasury and of the taxpayers generally. Here 
also the assignment of the work varies. It is left to the county or local 
assessor in some states, assigned to the local boards of review in others. 
In some states, both the assessor and the local board may add omitted 
property; and, in others, it appears that very inadequate provision has 
been made for this task. 

Finally, it is necessary to provide for hearings of disputes between 
taxpayers, on the one hand, and assessors and boards of review or 
equalization, on the other. These disputes are mostly individual com- 

1 In Vermont the assessors are called ‘listers,” although their functions are rather 
more extensive than in many other states. 
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plaints, although many claims are filed by taxpayers’ organizations. 
The claims assume various forms. Usually they allege excessive valua- 
tions, but they may allege undervaluation of the property of other tax- 
payers. They may allege that the property is exempt, is situated and 
taxable elsewhere, or is taxable at a different rate. In view of the pre- 
vailing inequalities in the assessment ratios it would appear that the 
claims might be legion in number. As a matter of fact, the vast major- 
ity of justifiable complaints are never made. If they were, the courts 
and other agencies for hearing complaints would be swamped. Con- 
. siderable inertia must be overcome before some taxpayers will actually 
complain. Ignorance of procedure and forgetfulness of time-limitations 
prevent many claims. Unless the rule of proportionality is flagrantly 
transgressed, many will not complain. Aware of the undervaluation of 
their own property, many taxpayers are led not to present claims for 
fear that full valuation may be attempted on their own property and 
not on that of others who do not complain. The taxpayer with large 
holdings has much at stake, while the tax on small parcels seems small. 
The disproportionately low valuation on large holdings is partly due 
to the fact that the holders of small parcels less frequently seek redress. 
As it is, the complaints are so numerous that it has been necessary to 
devise some sort of administrative agency to handle claims that would 
otherwise go to the courts, or that would not be made or would be de- 
nied because the procedure of the courts is too slow and complicated. 
The same course is followed here as in other departments of govern- 
ment, namely, the creation of an administrative branch to supplement 
the traditional legislative, executive, and judicial branches. In taxa- 
tion, as in other governmental affairs, the disputes involve questions of 
fact oftener than questions of law. The settlement of questions in- 
volving disputed facts in property taxation may be made by the asses- 
sor, the township or city board of review, the state board of equaliza- 
tion, or the state tax commission, according to the particular agencies 
provided in a given state. Or they may go to the courts. Finally, in 
all states, a complaint, showing proper cause, may be appealed, through 
some or all of the equalizing agencies, to the courts. But the taxpayers 
must exhaust all the administrative remedies available before the 
courts will take cognizance of a complaint. In Table 83 are presented 
certain facts about the equalization agencies. The state board of 
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TABLE 83 

Existing State and Local Agencies for Equalization, 1931* 


State and Disteict 

State Equalization 

Local Agencies 

Agencies 

Tenure 

(Years) 

Interval 

(Years) 

Taxes 

Affected 

County 

Local 

Name 

Mem- 

bers 

Selec- 

tion 

Alabama, 







Ex 

Norn* 

Arizona 

TC 

3 

Ap 


I 

All 

Ex 

None 

Arkansas 

TC 

3 

Ap 

S 

z 

AH 

None 

None 

California 

BE 

3 

El 

4 

1 

Local 

Ex 

None 

Colorado 

BE 

c 

Ex 


1 

All 

Ex 

Norn* 

r*r»rm#»rticut 

BE 

2 

Ex 



State 

None 

M 

Delaware 


0 





As 

None 

Dist. of Columbia. . 







As 

None 

Florida 

BE 

% 

Ex 


1 

All 

Ex 

None 

Georgia 

TC 

I 

Ap 

6 

1 

AH 

Ap 

None 

Idaho 

BE 

e 

Ex 


1 

All 

Ex 

None 

Illinois 

TC 

S 

Ap 

6 

1 

All 

Var 

Var 

Indiana. 

TC 

3 

Ap 

4 

B 

All 

Ex 

None 

Iowa 

TC 


Ap 

6 


All 

Ex 

Ex 

Rangas 

TC 


Ap 

6 

b 

AH 

Ex 

None 

Kentucky 

TC 


Ap 

4 


All 

Ap 

Mcpl 

Louisiana 

TC 


Ap 

6 


State 

M 

None 

Maine 

SA 


Ap 

6 

a 

State 

None 

None 

Maryland 

TC 


Ap 

6 

i 

All 

None 

None 

Massachusetts 

TC 


Ap 

3 

3 

State 

None 

As 

Michigan 

TC 

3 

M 


1 

State 

Ex 

None 


* The following abbreviations are used: 

TC, T fty rranmlgsinn f>r commissioner 

BE Board of equalization 

DR Department of revenue 

SA Board of state assessors 

BTA Board of taxes and assessments 

Ap Appointed 

El Elective 

Ex Ex officio 

M Mixed 

As Assessors 

Var Various 

Mcpl Municipal 

Sel Selectmen 

For a more elaborate tabular presentation see National Industrial Conference Board. Stoic and Local 
Taxation of Property, pp. 1 82-396, Tables 13-16. 
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TABLE 83 — Continued 


States and District 

State Equalization 

Local Agencies 

Agencies 

Tenure 

(Years) 

Interval 

(Years) 

Taxes 

Affected 

County 

Local 

Name 

Mem- 

bers 

Selec- 

tion 

Minnesota 

TC 

3 

Ap 

6 

I 

All i 

Ex 

Ex 

Mississippi 

TC 

3 

Ap 

4 

1 

All ! 

Ex 

None 

Missouri. 

BE 

5 

Ex 


I 

All 

Ex 

Var 

Montana 

BE 

3 

Ap 

6 

I 

AH 

Ex 

None 

. . 

BE 

4 

M 


x 

All 

Ex 

Mcpl 

Nevada 

BE 

24 

M 


1 

All 

Ex 

None 

TTampshire 






None 

Sel 

New Jersey 

BTA 

S 

Ap 

4 

1 

All 

Ap 

None 

New Mexico 

TC 

3 

Ap 

6 

1 

AH 

Ex 

None 

New York 

TC 

3 

Ap 

6 

1 

State 

Ex 

Var 

North Carolina 

BE 

3 

Ex 


X 

All 

Ex 

M 

North Dakota 

BE 

5 

M 


I 

All 

Ex 

Var 

Ohio 

TC 

3 

A P 

6 

I 

All 

Ex 

None 

Oklahoma 

BE 

7 

Ex 


I 

All 

Ex 

None 

Oregon 

TC 

4 

M 


I 

All 

Var 

None 

Pennsylvania 





• 


Var 

Var 

Rhode Island 







None 

None 

South Carolina 

TC 

3 

Ap 

6 

I 

AH 

Ex 

None 

South Dakota 

DR 

3 

Ap 

6 

: 

i 

AH 

Ex 

Ex 

Tennessee 

BE 

5 

M 


1 

All 

El 

None 

Texas 







Ex 

Var 

Utah 

TC 

4 

Ap 

IK 

1 

All 

Ex 

None 

Vermont 




hm 



None 

M 

Virginia 




mmm 

1 

All 

None 

None 

Washington ... 

TC 

3 

Ap 

m 

1 

State 

Ex 

Mcpl 

West Virginia 

TC 

1 

Ap 




Ap 

None 

Wisconsin 

TC 

3 

Ap 

8 

mm 

State 

Var 

Var 

Wyoming 

BE 

3 

Ap 


n 

All 

Ex 

None 


equalization has been treated in greater detail, because it exhibits more 
variation, and is more significant for the purpose of efficient assessment. 

A. UNDEVELOPED FORMS OF EQUALIZATION 

In a few states the function of equalization has not been recognized 
as a separate part of the assessment; it is in form unusual or irregular, 
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and what there is of it is usually done by the courts. Three states em- 
ploy their courts to equalize assessments. The simplest system is that 
of Rhode Island. Any person aggrieved may petition the supreme 
court of the state for relief. The petition does not stay the payment of 
the tax; if relief is granted, a refund is made. The state tax commission 
exercises general supervision. In Alabama the county commissioners 
are required to sit as a court of review. Objections to the assessment are 
treated as cases on the docket and tried in the name of the state as 
plaintiff with the taxpayer as defendant. Appeal lies to the circuit 
court. The cities have local boards of review, the intendant and the 
aldermen meeting to correct errors. The tax adjuster, a sort of tax 
ferret, appointed by the governor for an indefinite term, is to seek out 
omitted property and to aid in effecting equality in the valuation. It 
would perhaps be more accurate to say of this system, not that it is 
undeveloped, but that its development has been unusual. There is a 
state tax commission which does not equalize between districts and 
counties. Alabama belongs therefore, in a sense, in the class of states 
having dual equalization. 

In Virginia, any person aggrieved may apply for relief to the local 
circuit court. The attorney for the commonwealth defends the assess- 
ment against the taxpayer. The court may order the assessment cor- 
rected, restrain the treasurer from collection, or order the money re- 
funded, according to the stage of the process. Prior to the completion 
of the assessment, the assessors of the districts of any county must 
meet for the purpose of equalizing land valuations in their county. 
After the assessors have entered their valuations they can be altered 
only by the courts as indicated. There is no similar review of personal 
property valuations. The state tax commissioner does not equalize for 
state purposes. 

In three states, instead of the courts, some administrative agency is 
employed for adjustments not properly designated as equalization. In 
Massachusetts there is no local equalization. Taxpayers overassessed 
may obtain redress either from the assessors, the county commission- 
ers, or the superior court As for state equalization, there is no machin- 
ery designed to raise assessments which are too low. Every third year 
the commission of corporations and taxation reports to the General 
Court “an equalization and apportionment” upon the several towns, 
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of the number of polls and the amount of property. This is primarily a 
device for determining how much of the state and county revenue to 
be raised from property taxation each town shall contribute. The com- 
missioner does not equalize for local purposes. Vermont makes similar 
provision for local adjustments. In West Virginia the county board of 
review and equalization, composed of three persons appointed by the 
state board of public works, reviews but does not equalize the assess- 
ment as returned by the assessor. Appeal lies to the circuit court. 

B. ONE AGENCY FOR EQUALIZATION 

Five states and the District of Columbia may be grouped together 
as having only one well-defined equalization agency. They fall into 
two subgroups according to whether the agency is local or central in 
character. The peculiar position of the District of Columbia makes an 
elaborate scheme of equalization unnecessary, as only one set of prop- 
erty taxes is imposed. The respective assessors of real and personal 
property simply make such corrections as are necessary upon com- 
pletion of the valuation. This assessment, when approved by the com- 
missioners of the District, constitutes the basis for the tax apportion- 
ment. Similarly, in Delaware the county board of assessment, ap- 
pointed by the levy court of the county, corrects any errors before pre- 
senting the list for the approval of the levy court. In Connecticut, the 
town or city board of relief, consisting of from two to five members 
elected annually, together with the town board of finance, consisting 
of six electors and taxpayers, also elected, and the town clerk, con- 
stitutes the board of equalization. It raises or lowers any valuation, 
adds omitted property, and may allow certain deductions for indebted- 
ness, provided the list has been properly given in under oath. An ex- 
officio state board of equalization equalizes between cities and towns 
receiving state aid. 

Maryland differs from the two foregoing states in that the county 
commissioners (in Baltimore City, the appeal tax court) equalize. The 
commissioners correct the returns, hear complaints and appeals, add 
omitted property, and may, on their own motion, change the valua- 
tions and abate taxes improperly imposed, all subject to the approval 
of the state tax commission, whose decisions are final. There is no 
equalization for state purposes. The Texas county commissioners may 
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concern themselves only with the valuations, and their decision is 
final, since there is no authority to equalize among the counties. The 
cities, however, may have their own supplementary boards of equal- 
ization, according to their discretion. New Hampshire provides for 
equalization by a state agency, but for no local equalization. The 
selectmen may abate any tax; but they do not constitute a legally 
organized board of review. Appeal lies to the county court or to the 
tax commissioner. The tax commissioner equalizes every second year 
among the cities and towns; but this, as in Massachusetts, is mainly a 
device for the apportionment of the state taxes. 

C. DUAL SYSTEMS 

The twenty-eight typical states have one local and one central 
equalizing agency. The county board of equalization generally consists 
of the county commissioners, 1 but some states provide for additional 
members, such as the county assessor. Sometimes an entirely different 
board performs the equalization. For example, in Oklahoma, the as- 
sessor is ex officio secretary of the board of county commissioners, and, 
therefore, a member of the board of equalization. In Ohio, the board of 
review consists of the president of the county commissioners, the audi- 
tor (who is the comity assessor), and the treasurer. The police juries 
of each parish in Louisiana appoint two members, who must be citizens 
and taxpayers, and the tax commission appoints a third; the parish of 
New Orleans elects its own board. In South Carolina, the chairmen of 
the township boards of assessors constitute the board of review, ex- 
cept that the city of Charleston has a special board composed of the 
county auditor and six citizens elected by the city council; in Michigan, 
the county board is composed of the several supervisors of the towns. 

The functions of the county board of review are, on paper at least, 
nearly the same in all states. The task is to adjust the valuations of 
individual items of property so that uniformity of the assessment ratio 
will prevail. The board, at the request of taxpayers, and on its own 
initiative, investigates complaints. It functions, in its capacity of a 
board of review, for only a few weeks each year. Except for general and 
superficial analysis, the activities of the board are limited largely to the 

1 In Michigan and Wisconsin, there is no county equalization, but a township 
board instead. 
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hearing of complaints. The power to adjust the valuations of indi- 
vidual items is usually unlimited. In most of the states the board may 
raise or lower any valuation. In South Carolina, it may raise or lower 
the valuation of any item of property, but the aggregate valuation of 
the assessor may not be lowered. Elsewhere individual items as well 
as the aggregate may be changed in either direction. While the boards, 
in general, have ample legal powers as regards the review of the valua- 
tion, they are not so well provided for in regard to the completion of 
the list. In only a few states are they required or permitted to enter 
omitted property. In Oklahoma and Tennessee they are specifically 
instructed to eliminate nontaxable property wrongly listed. In a few 
states, of which Indiana is the most conspicuous, they are empowered 
to set aside the assessment of the assessor entirely or in part and to 
order a reassessment. 

As a rule, after the county board has approved the valuations, they 
are final as far as the county board is concerned. It does not have the 
power to abate taxes assessed, except that in Utah the board may abate 
taxes, not to exceed $10, on the property of insane, idiotic, or indigent 
persons. The practice of abatement, conspicuous in New England, 
seldom occurs elsewhere. 

The practice of state equalization is ancient in origin. As early as 
1668 1 the General Court of Massachusetts Bay colony appointed a 
temporary committee to equalize the valuations of the several towns. 
Other colonies and provinces occasionally created similar temporary 
legislative committees, and the practices continued through the days 
of early statehood. But as permanent parts of the assessment ma- 
chinery, such organizations did not appear till 1820, and for decades 
were few in number. They were usually ex officio, consisting of desig- 
nated officers, such as the governor, auditor, and others. Occasionally 
they were elected from the congressional districts, or were mere legis- 
lative committees. 2 Only since 1891, when the first permanent tax 
commission was created in Indiana, has the function of state equaliza- 
tion been assigned permanently to this agency. 

1 Douglas, Financial History of Massachusetts , p. 27. 

2 For a table showing the origin and character of the earliest boards, cf. Intz, 
op. cii. t pp. 45-46. While many of the state equalization agencies are still faulty in 
organization, they are very much superior to the early boards. A comparison of 
Table 83 with the table presented by Lutz will reveal the changes. 
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The most common practice is to assign the equalization function to 
the permanent tax commission in charge of general tax administration. 
Seventeen states in this group of twenty-eight not only actually assign 
the central equalization to a body with the attributes of a tax commis- 
sion but also give it that name. In eight others, for various reasons, 
the board is called the state board of equalization, although it has ex- 
tensive functions of central assessment and supervision as well. These 
boards are appointed, usually by the governor with the consent of 
the senate. Only in Nebraska and Georgia is there only one com- 
missioner; the number is usually three or more. 

Four states in this group have ex officio boards, three of them 1 being 
required by the constitution. Tennessee, which, until 1923, had an 
elective board representing each of the three grand divisions of the 
state, now has an ex officio board. Nevada has a mixed board. To the 
tax commission composed of six members appointed by the governor, 
are added the county assessors, thus forming a very unwieldy board, 
which serves the purpose of giving to the dominant class, the cattle 
interests, control of the local assessors. 3 Florida presents an interesting 
variation. The tax equalizer, a species of tax ferret appointed by the 
governor, attempts to find omitted property and correct improper 
valuations. Appeal from his decisions must be made to the ex officio 
board of equalization. 

Two states have more than one board. Colorado, afflicted by its 
constitution with an ex officio board of equalization, which obviously 
could exercise few or no administrative functions, assigned such func- 
tions to a tax commission. The situation in Missouri is similar,* and 
nothing is more instructive of the futility of detailed constitutional 
provisions governing conditions that constantly change than the 
acrimonious conflicts and waste of effort, with the resulting confusion 
and inefficiency, between the two boards in both of these states. 

In some of these twenty-eight states the equalization organization 
of at least one of the two agencies is rudimentary in form or limited 
in scope. The Maine state board of assessors must investigate the 
assessments in each county each year; the county' commissioners 

x Colorado, Idaho, and Oklahoma. 

* For the evolution of this board, see Lutz, op. ciL , pp. 619-22. 

3 Missouri belongs in the next group, having a triple system of equalization. 
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equalize between smaller taxing districts within the county and appor- 
tion the county taxes among the towns. In Pennsylvania the state 
levies practically no property tax, hence state equalization is limited 

D. TRIPLE PORMS 

A group of ten states 1 has a triple system of equalization. In all ex- 
cept North Carolina and North Dakota, which have ex officio or mixed 
boards, there ‘is a tax commission which performs the work of equaliza- 
tion as one of its numerous administrative functions. In New York the 
equalization of the state board may form the basis of the state tax only, 
in New England fashion; the local taxes being based, if locally desired, 
on the local valuation as equalized by the county board. In the other 
nine states, the equalized valuation of the state board ordinarily forms 
the basis for all general property taxes. 

The state equalization agencies in this group resemble those in the 
foregoing group, except that they are, in general, better developed and 
supported. This is also true of the county boards. Only the local 
boards need, therefore, be described. The township boards are ex 
officio in ten states. New York, conforming to New England practice, 
makes its board of assessors a board of review, the books being open 
for a short period during which taxpayers may complain and the board 
may adjust assessments. Elsewhere in this group the local board con- 
sists of the township supervisors or officers with similar functions, 
sometimes with various other officers added ex officio. 

The city is an anomaly jm the present American political organiza- 
tion. It does not fit readily into the county scheme for purposes of tax 
administration. The dty board of equalization, wherever there is one, 
usually consists of a committee of the city council, but sometimes is an 
elected or ex officio body. Thus, in Missouri, in the cities of the first 
class the board consists of the mayor, the comptroller, and the presi- 
dent of the council; in cities of the second class, the mayor and the 
commissioner of revenue sit with the county board; in dries of the 
third class, the mayor and the dty assessor act as the munidpal board 
of review. Or the board may be partly elective and partly ex offido; or 
appointive entirely or in part. There is apparently no standard prac- 

1 California, Florida, Iowa, Minnesota, Missouri, New York, North Carolina, 
North Dakota, South Dakota, and Utah. 
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tice with reference to the personnel of the boards. In general, the 
larger the city, the more specialized is the agency provided. 

Almost uniformly in this group of states the county board is com- 
posed ex officio of the county commissioners. Minnesota and South 
Dakota require the county auditor to be a member, and in these states 
he has become a sort of unofficial county assessor. 

E. CO-ORDINATE FUNCTIONAL SYSTEMS 

Complex and unwieldy as are these triple systems of equalization, 
they are still simpler than some of the experimental arrangements that 
obtained while equalization practices were evolving into the present 
form. It was not uncommon to create temporary boards to equalize 
particular kinds of property, such as personalty, realty, railroads, and 
banks. Such discontinuous, co-ordinate, but independent, boards 
could not possibly equalize all property, especially as the assessment 
ratio was lower than ioo per cent. Being unsound in principle, they 
gave way to the present forms. An example may be had in the Ohio 
law of 1878, which will serve, not only to show the complexity of the 
arrangements to which the extension of this form of organization would 
have led, but also to suggest why they were not suited for their purpose: 

Seven boards of equalization were now provided for: The annual county 
board, consisting of the county commissioner and the auditor, to equalize 
individual assessments; the annual city board, with similar duties, consisting 
of the county auditor and six citizens of the city appointed by the council; 
the annual state board for banks, consisting of the state auditor, treasurer, 
and attorney general, to equalize the value of the shares of incorporated 
banks; the annual state board for railroads, consistin g of the same officials, 
with similar duties for the railroads of the state; the decennial county board, 
consisting of the auditor, surveyor, and county commissioners, to equalize 
the real property in the county; the decennial city board, consisting of the 
county auditor and six citizens appointed by the council, with similar duties 
for the city; and the decennial state board, consisting of as many members 
as the state senate and elected from the senatorial districts, with similar 
duties for the state. These last three were to meet in 1880 and every tenth 
year thereafter. In the multiplicity of these boards is eloquent testimony to 
the growing complexity of the tax system, and of the need of different treat- 
ment of (Efferent forms of property, in spite of the constitutional requirement 
of uniformity. 1 

x Bogart, Financial History of Ohio, pp. 238, 239. 
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Property centrally assessed 1 must be reviewed or equalized in order 
that it may be taxed at the same percentage of its value as other prop- 
erty. In most states the agency assessing such property on the unit 
basis also equalizes other property, there being usually only one body 
in each state concerned with tax administration. This double capacity 
of a state board is not without dangers. It requires considerable hon- 
esty and ability to perform both administrative and judicial functions 
involving the same matter. Nevertheless, it is probably preferable to 
two or more state boards with divided functions of assessment and 
review, one to assess certain property and the other to equalize it. 

n. EFFECTIVENESS OF EQUALIZATION 

Obviously equalization has not achieved what is usually contem- 
plated in the law — a 100 per cent assessment, or even a uniform frac- 
tional assessment, in any state at any time. How much greater the 
inequalities would have been in the absence of any equalization can- 
not be told, since the telling would require a comparison of what was 
or is with what would have been in different circumstances. The only 
quantitive measure we have of the work of the boards of equalization 
is the extent to which they have changed the original assessment up 
or down, measured either by number or amount. As a qualitative test, 
however, this comparison is almost worthless, unless it can be checked 
against some standard, such as actual value, as determined through 
sales records, appraisals, or otherwise. 

In his excellent volume, The State Tax Commission , H. L. Lutz has 
provided the only comprehensive study of the work of state agencies of 
equalization. The boards of equalization were the forerunners of the 
state tax commissions, and the function of equalization is still in many 
states the principal function of the tax commission. Unfortunately, the 
volume, published in 1918, is nearly fifteen years out of date. However, 
the formative period of the equalization movement was then already 
past. Such changes as have taken place since 1918 consist chiefly of 
adoption, by certain states, of equalization devices and agencies al- 
ready demonstrated to be sound. The treatment of the present section 
is therefore based largely on Lutz’s conclusions. If any general com- 
ment can be made on the tendencies since 1918, except the adoption in 
a few states of more suitable equalizing agencies, it is the observation 

1 Cf. chap, xvii, infra. 
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that many of the tax commissions have become weary of well doing. 
They have become absorbed in the routine of their office. Other issues 
have to some extent crowded to one side the equalization of property 
values. Equalization of the tax burden is a different matter, and the 
attention of special as well as regular tax co mmis sions is directed there- 
to. Complete equalization of property values, were it possible, would 
not effect equality of the tax burdens. 

Lutz’s investigation amply demonstrates three propositions: First, 
state and local equalization agencies, under proper conditions can 
effect, and in a few states have effected, striking improvements in 
property assessments. Second, these conditions have rarely been fully 
met. As a consequence, the improvements in the assessments of only 
very few states have been appreciable and sustained. Third, there are 
inherent limitations in the process of equalization. A poor original 
assessment can only in part be cured by any equalization device or 
agency. 

A. THE ACHIEVEMENTS 

The striking results of equalization in a few states, notably Wis- 
consin and Kansas, compared with the ineffectiveness in other states, 
prompts one to remark that in “those days there were giants in the 
earth,’’ but not enough to furnish one for each state. In both Wis- 
consin and Kansas the improvements were due to the presence of men 
on the tax commissions who understood the problem, knew the remedy, 
and had the courage to stake their convictions on the chance of demon- 
strating the soundness of their views. 

State equalization in Wisconsin dates from 1852. The original board 
was ex officio, changing in form with the passing of time. The results 
were so poor that in 1868 the legislature provided for an independent 
assessment as a basis for the state taxes to take the place of the equal- 
ized local assessments, and the state board of equalization was now 
termed the “state board of assessment.” 1 In 1899 a tax department 
was created, which was given additional administrative duties, and in 
1905 emerged as the state tax commission in substantially its present 
form. The state assessment was a regular part of the tax co mmiss ion’s 
work. The commission attacked this problem with energy and re- 

1 For the history of equalization in ’Wisconsin, see R. V. Phelan, “The Financial 
History of Wisconsin,” Bulletin of the University of Wisconsin, No. 193, 1908. 
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sourcef ulness. There was on hand a mass of sales records running back 
as far as 1873, reported by the county registrars of deeds; from these 
the bona fide transactions were selected and used as the basis for the 
correction of the local assessments. The commissions own field men, 
and since 1911 the income tax assessors, have collected data for the 
later years, and an efficient statistical department of the commission 
was organized to analyze and synthesize the data. Sales data were not 
the only evidence used; but more effective use was probably made of 
them in Wisconsin than in any other state. For personal property 
assessments the sales records are not so useful, hence the commission’s 
investigators made appraisals of different types of personalty 1 which 
the commission used as a basis for the state assessment of personalty. 

The results of the effective work of the tax commission may be sum- 
marized from Lutz as follows: 2 First, the state tax has been appor- 
tioned much more equitably among the counties and smaller units 
than formerly. Specifically, the result was to place less of the state 
tax upon the older and well settled southeastern counties, whose prop- 
erty was already on the tax roll, and more of it upon the newer coun- 
ties elsewhere, whose much more rapidly growing wealth was being too 
tardily recognized by the slipshod methods of the local assessors. 
Second, a larger share of the state tax was raised on personal property 
than would otherwise have been possible. In 1901 personal property 
was 1741 per cent of the total; in 1903, 25.3 per cent; in 1907, 21.1 per 
cent; and in 1911, 25.14 per cent. In 1914, after the adoption of the 
income tax, most of the intangibles were exempt, and offsets were al- 
lowed, but the personalty of that year was 18.28 per cent. In 1920 
the corresponding figure was 22,70 per cent; but, in 1929, owing partly 
to the elimination of bank stock, the last item of intangible property, 
from the list of taxable personalty, the figure was reduced to 14.85 
per cent. 3 However, the equalization of personal property has not been 
as effective in urban as in rural areas. Agricultural property, such as 
livestock, the commission found little difficulty in equalizing; but no 
adequate device for checking other forms of personalty, in the absence 
of accurate original assessment, has yet been discovered. In the third 

1 As an example of the inequalities found, of. Table 76, supra. 

2 Op. cit., pp. 252-57. 

3 Report of ike Wisconsin Tax Commission , igyt, p. 46. 
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place, the work of the commission has resulted, aside from the above- 
mentioned difficulty with personalty, in equ al izing the discrepancies 
between urban and rural units. 

The experience of Kansas also shows the possibilities of equalization 
by a courageous and informed commission. One of the functions of the 
tax commission created in 1907 was the equalization of all property 
taxable in the state. There had been little or no equalization except 
through conferences of the local assessors in each county to agree upon 
uniform assessment ratios. 1 The new commission believed, as did the 
Wisconsin commission, that the standard on which the equalized valua- 
tion was to be based was the full value as indicated by any evidence 
available, but chiefly sales records of bona fide transactions. The Kan- 
sas commission was given and still possesses as ample and even drastic 
statutory authority for its work as any equalizing agency in the coun- 
try. It was to “equalize the assessment of all property in this state be- 
tween persons, firms, or corporations in the same assessment district, 
between cities and townships of the same county, and between the 
different counties of the state, and the property assessed by the com- 
mission in the first instance.” 2 Under this authority the commission 
instructed the local assessors to report sales records which, they were 
certain, represented bona fide sales. Though other evidence was ad- 
mitted the commission did its work chiefly on the basis of these records. 
One result of the next assessment was an increase from $425,300,000 to 
$2,414,300,000 in the valuation, which was made politically possible by 
previous legislation reducing the tax rates in proportion. But an in- 
crease in the valuation does not necessarily mean greater equality or 
uniformity in the assessment ratio. Although there is no statistical 
index to show decrease in the inequalities among counties and smaller 
units, the general evidence shows clearly that they were greatly re- 
duced. 3 On the other hand, evidence presented above 4 shows clearly 
that gross inequalities persist, or did until 1923. A part of the blame 
for these inequalities the commission properly places upon the local 

1 For the history of equalization by ex officio boards in Kansas, cf . E. J. Benton, 
Taxation in Kansas, “Johns Hopkins University Studies,” Vol. XVIII, No. 3 (1900); 
also A. J. Boyle, “Financial History of Kansas,” Bulletin of the University of Wis- 
consin, No. 247, 1908. 

* Laws of 1907, chap. 408. « Cf . Lutz, op . cit., pp. 430-38. 

4 Tables 69, 73, 74, and 73 of chap, xii, supra. 
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assessors. The township trustees in the unincorporated districts are 
ex officio deputies of the county clerk, who in most of the counties is 
ex officio assessor. As in Wisconsin, the commission has made little 
attempt to equalize personal property. 

If Wisconsin and, to some extent, Kansas may be regarded as having 
demonstrated the possibilities of state equalization, Illinois may be 
cited as a state in which efforts at state equalization have so far been 
futile or worse. The first step toward state equalization was taken in 
1867 when the state board of equalization was created, co nsis ting of 
the state auditor and one member elected from each state senatorial 
district. 1 This board in 1872 had 26 members, and, while the number 
was changed, the board was always too large. The board was empow- 
ered to raise or lower the valuation of any county but was not allowed 
to reduce the aggregate valuation of the state, nor to raise it by more 
than 1 per cent. In 1898 this restriction was modified to permit as 
much of a change in either direction as 10 per cent. Since 1909 the 
board has been required to equalize separately farm lands, town and 
city lots, personal property, and railroad property. The practice has 
been to assign each class of property to a separate committee. There 
was no attempt to base the equalization on external evidence, as was 
done in Wisconsin and Kansas. The internal evidence may have been 
used, but the force that caused the so-called equalized valuations 
was the desire of the representative from each district for reductions 
for property in his district. The general result was that values were 
depressed even more perhaps than they would have been without the 
work of the board. There is no evidence to show that greater uniform- 
ity of the assessment ratios resulted. 2 In 1919 the board was abolished 
and a tax commission of five members created, to whom was assigned 
the task of equalization. But no change was made in the rules govern- 
ing the equalization, and there is no evidence that any significant im- 
provement has so far resulted. 3 On the other hand, there is abundant 
evidence that equalization, or some process that will make equaliza- 
tion unnecessary, is needed. 

It is not necessary to relate at length the experience of other states 

1 Changed to congressional districts in 1872. 

. a Cf. Lutz, op. cit., pp. 66-76. 

3 Cf. Tenth Annual Report of Illinois Tax Commission , pp. 64-79, for the work of 
equalization of the commission since 19x9. 
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with equalization. Most of them have done little better than Illinois. 
Some, however, among them Michigan, New York, Ohio, Indiana, 
Minnesota, have done measurably better. 

B. REQUISITES OP EFFECTIVE EQUALIZATION 

The experience with state equalization has disclosed certain requi- 
sites that must be more or less fully met before effective state equaliza- 
tion can reasonably be hoped for. The requisites for effective local re- 
view are perhaps simpler, but they have not been the object of a gen- 
eral comprehensive study, such as that made by Lutz, of the state 
equalizing agencies. The differences in function between the local re- 
lief or review agencies and the state equalization warrant the distinc- 
tion in name, and necessitate separate treatment. 

i. The local review . — The proper function of the local agency is to 
permit aggrieved taxpayers to be heard about assessments which they 
deem erroneous or excessive. It should also permit entering of omitted 
property. If the township assessors could be abolished, the county 
board would be the local agency. Review and equalization by three 
successive boards is an anachronism which, however, cannot readily be 
eliminated so long as there are town assessors, except of course where 
there are no county organizations; they are possibly necessary where 
there is more than one large city in the same county. 

Ready accessibility is one of the requirements of the local board, 
but with modem transportation facilities this requirement does not de- 
mand a unit smaller than the county. Another requirement is that the 
time allowed shall be adequate but no more. The time permitted for 
local review varies among the states from one week to nearly three 
months . 1 Some states appear to allow only one meeting of the board. 
In early days perhaps one meeting would suffice, and there were oc- 
casions in which not even one meeting was necessary because there 
were no complaints . 2 But in large cities or populous counties where in 
strenuous times the complaints may number many thousands, the 
problem of giving adequate consideration to the numerous complain- 

1 National Industrial Conference Board, op, cii. t Table 16, pp. 205-6. 

*E.g., in Stokes County, North Carolina, 1927 {Report of North Carolina Tax 
Commission , 1928, p. 400). 
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ants in an orderly and satisfactory fashion is serious. 1 * Yet the hearings 
should not be unduly protracted for at least two reasons: first, be- 
cause the complainants will “bunch up” at the beginning or the dose 
of the period; and second, because the longer the period for review, the 
longer must be the interval between the assessment day and the col- 
lection day. This interval should be as brief as possible consistent with 
adequate hearings on all legitimate complaints. 3 

A third requirement is concerned with the personnd of the local 
board. Reference to Table 82 will show that in most of the states the 
local boards are ex offido, consisting of the county commissioners, or 
the township trustees or supervisors, with or without some other elected 
or appointed officials. Whatever the method of selecting the board, 
its members should either have or be able to command information as 
to values that may be used as standards. It would seem that for this 
reason the assessor should be a member of or at least a consultant to 
the board. The recognition of the need for the assessor’s services is 
shown here: 

Machinery is required to accord any individual taxpayer a hearing if he 
wishes to remonstrate concerning his assessment. The importance of compe- 
tent personnel — honest, fearless, tactful, and not merely political — in the 
local or county reviewing agency is at once apparent. The assessor himself 
should be a consultant, but not necessarily a member, of the board, although 
in small districts his membership on the reviewing board scarcely can be 
avoided. Too large a membership of public office holders acting ex offido also 
should be avoided. The reviewing board should do all it can to avert expen- 
sive and time-consuming appeals to the courts, but it should not accede to 
unreasonable requests for reduction of assessments simply for the sake of 
avoiding litigation. In some jurisdictions the assessor has the right to appeal 
to the courts reductions in individual assessments, ordered by the board of 
review, in which he does not concurs 

1 For a picturesque description of the bedlam of the ‘‘hearings” at the Cook Coun- 
ty Board of Review cf. H. D. Simpson, The Tax Situation in Illinois (1929), pp. 
20, 21. 

a Jensen, Survey of Colorado State Tax System , pp. 88-93. 

3 Assessments, Efforts by Business Agencies to Promote Improved Assessment of 
Real Estate for Local Taxation Purposes, Taxation Division, Finance Department, 
Chamber of Commerce of the United States, November, 1930. 
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Finally, a fourth, and perhaps the most important, requirement is 
that the board should have, as a factual basis for its corrections, all the 
information available on property values. Here is another reason for 
membership of the assessor on the board, or at least for his consultant 
relation to it. His office should be a repository of analyzed and classi- 
fied sales records, appraisals, and other value data, 1 which it would be 
wasteful and unnecessary to require the board to duplicate. The asses- 
sor's sales records and appraisals cannot cover every parcel of proper- 
ty; but they should furnish an adequate basis on which to construct 
land value maps and value schedules of each class of property. When 
the assessor's information covering any particular parcel of property 
has been properly used in the light of the value maps and schedules to 
arrive at an assessed value, that value should be changed only upon 
evidence furnished by the complainant that the assessor's data are 
faulty. 

2. The state equalizing board . — One clear requirement of the state 
equalizing agency relates to the personnel and composition of the 
board. The existing Nevada board, consisting of a tax commission of 
six appointive members plus the county assessors, the former Illinois 
board, and the former New York board, consisting of the members of 
the commissioners of the land office plus the members of the state 
board of assessors, are examples, now fortunately rare, of boards too 
large to be effective. Equalization is an administrative function of 
finding the facts and entering orders in conformity therewith. Some- 
thing can be said for having more than one member; the customary 
number of three members in the state tax commissions may be better. 
Another requirement is that the boards should be appointive rather 
than elective, but, in any case, they should not be ex officio. While 
there may be little objection to ex officio local review boards, in state 
equalization the ex officio character of the boards, more than any other 
factor, has militated against their efficiency. Especially is this true in 
states where the boards have been provided for in the state constitu- 
tion.* 

1 Cf. chap, xviii, infra, for further discussion of the process of securing and using 
such data. Reference is also made to the closing pages of this chapter. 

9 Colorado and Missouri. It is almost impossible to change the board, either in 
respect to its duties, or its form, except by means of a constitutional amendment. 
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Appointive and ex officio members have been used in different com- 
binations. In New York in 1859 the appointive board of state assessors 
was created to serve as a group of expert advisers to the seven elective 
officers who were already serving as commissioners of the land office. 
These two groups made the equalization, but the ex officio members 
were always in control. 1 After several changes, the tax commission was 
given sole charge of the equalization. In Michigan, prior to 1911, the 
state board of equalization was composed of elective officers acting 
ex officio. In that year the chairman of the state tax commission, which 
and been created in 1899, was substituted for the lieutenant-governor, 1 * 
had there was some improvement in the regard of the equalization 
board for the work of the tax commission. But political manipulations 
seriously interfered with the tax commission’s work. In Missouri, in 
1917, the newly created tax commission was to work with the board of 
equalization provided for in the constitution of 1872. Friction arose at 
once and has continued, 3 though it is reported that the tax commission 
has “settled down to work for the board of equalization.” In Colorado 
the constitution of 1876 provided for an ex officio board of equalization. 
The state tax commission, created in 1911, has been hampered in its 
work because it undertook aggressively to recommend equalization of 
the local assessors’ figures/ In California the state board of equaliza- 
tion has been largely ex officio since its beginning in 1870, though 
changed in form. But since 1910 little state equalization has been 
done, because of the nearly complete segregation of sources. 

Such boards usually have only slight professional interest in the equalization. The 
members are political officers, seldom qualified for the technical task of equaliza- 
tion. They do not have sufficient time to devote to the work of equalization. While 
downright fraud and intent to deceive and defraud are not frequent, there are in- 
stances where such a board has met in the morning, and adjourned almost immedi- 
ately, charging the state with a day’s work. The shortcomings of the ex officio 
board have been well demonstrated by Lutz, op. cti . See index page for references. 

x Ibid. f p. 57. 2 Ibid., pp. 249 ffi 

3 Both boards issue biennial reports, and the nature of the conflict between them 
may be seen from the whimsical First Biennial Report of the State Tax Commission , 
zgi7~igi&. 

4 Cf. R. M. Haig, Report to Survey Committee of State Affairs, igi 6 ; also Jensen, 
op. cit., 1930, for reasons of abolition of the constitutional board. 
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In nine states, 1 the tax commissioner* and selected ex officio members 
constitute the board of equalization. The simplest form of this type of 
organization occurs in North Carolina, where the com m issioner of 
revenue with the attorney-general and the chairman of the corporation 
commission performs the equalization. If the board of equalization 
must be ex officio, then it is important that there be some person in 
charge of a permanent staff, perhaps in the capacity of an executive 
secretary, to mate such studies, obtain such data, and make such anal- 
yses as are required. The danger is always that the ex officio members 
will not recognize their own limitations and will reduce the expert tax 
commissioner to the position of an errand boy. 

A second requirement is that the state equalizing agency shall not 
be unreasonably restricted as to its methods of procedure or the scope 
or the validity of the changes it may make in the assessment. It is 
absurd to create an agency for a much needed function and at the same 
time tie its hands so that it cannot work. There is no evidence that, for 
example, the sweeping powers of the Kansas tax commission cited 
above have been abused. On the other hand, there is abundant evi- 
dence that the legislatures and the courts have so emasculated the 
state boards of equalization as to make them infifective. The board of 
Illinois has already been referred to as having been granted inadequate 
powers by the legislature. The original state board of California, cre- 
ated in 1870 and modified in 1872, had reasonably ample power under 
the statute of its creation, but the supreme court of the state in 1874 
held most of its powers unconstitutional; 3 and the legislature in 1876 
completed the emasculation by making the board a mere statistical 
organization, authorized merely “to ferret out the existing inequalities 
and call them to the attention of the governor and the legislature.” 4 
In 1880 the legislature enacted a law giving the board even greater 
powers than it had formerly possessed; 5 but again the court interfered 

1 Connecticut, Florida, Nebraska, North Carolina, North Dakota, Oregon, 
Pennsylvania, South Dakota, and Tennessee. 

2 Or chief administrative officer performing the functions usually assigned to the 
tax commissioner. 

3 Houghton , et aL v. Austin , 47 Cal. 646. 

4 Fankhauser, A Financial History of California, p. 241. 

s Ibid., pp. 284-90. 
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by enjoining it from altering individual assessments, believing that“ se- 
rious and absurd results would likely follow/’ 1 Quite to the contrary, 
it is evident that “serious and absurd results” must follow if the board 
cannot, when necessary, alter individual assessments. Under this de- 
cision the board could merely raise or lower the entire roll of a county, 
but could take no account of different classes of property or individual 
assessments. It is not necessary to elaborate upon similar restrictions 
on the boards of equalization in other states. 

A third and very important requirement is that the board of equali- 
zation must have means, authority, and disposition to secure and em- 
ploy basic data on values of property against which to check actual 
assessments. Analysis of the assessment roll or abstract itself, to bring 
out the internal evidence of inequalities contained in the assessments 
themselves, cannot take the place of external evidence such as only 
sales records can yield. Mere arrangement and comparison of unit 
values of the assessment abstract, such as were used by the Illinois 
state board of equalization, are not sufficient. Such comparisons are 
valuable, of course, in a preliminary survey to inquire where equaliza- 
tion is likely to be most needed. Classification of counties and smaller 
units on some economic basis, such as was used by the early New York 
board, may be useful for the purpose of establishing presumptive 
values. But so long as the fair cash or market value is the required 
tax base, nothing will take the place of actual sales records as a check 
upon the assessments. Where they are not available, any evidence that 
will help to ascertain fair assessed values must be admitted. Any such 
other evidence should be used to check the sales records themselves. 

Well selected sales records are even more indispensable to the state 
board of equalization than to the assessor and the local board of review. 
The state board cannot hope to possess such personal familiarity with 
property values of the entire state as the assessor and the local board 
sometimes possess in less populous counties and towns, and upon which 
they usually rely too freely. The state board should have a factual 
basis for its orders, and sales records provide the only direct factual 
basis in existence. That such sales records can be secured and can be 
effectively used is proved by the experience of the Wisconsin tax com- 

x Wells, Fargo and Company v. State Board of Equalization , 56 Cal 194, 198. 
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mission since its beg inning . 1 They cannot, however, be secured and 
used unless the board of equalization understands their source and 
significance. And they cannot be had without appropriations to cover 
the cost of securing, sifting, and analyzing the raw original records. In 
the absence of the sales records and of conditions under which they 
could be obtained and used, most of the state boards of equalization 
have been pretending to equalize without them. 

Perhaps it is as well that some equalizing agencies have not at- 
tempted to use the sales method. The indiscriminate use of raw records 
of sales is not only misleading but hazardous. Most of the objections to 
the sales method arise because it is found that many recorded sales 
prices do not reflect market value accurately, and because it is sup- 
posed that even minor discrepancies in the raw records render all the 
records useless for assessment or equalization purposes. This supposi- 
tion is incorrect. 

Records of true consideration in transfers of property can be had in 
two principal ways. 2 One is to inquire at every sale or to require a re- 
port thereof to be made of the consideration paid. But that method has 
not been found practical, chiefly because of the expense involved. The 
other is to use the public records of transfers. Under either method, 
but especially under the latter, it is necessary to eliminate part of the 
records. Some deeds state only a nominal consideration, and it has 
not been deemed expedient to pass laws requiring a statement of true 
consideration. Other transfers may be among relatives, forced sales 
not covering the full equity, or partly or completely exchanges not in- 
volving cash considerations. Other earmarks may necessitate the 
elimination of records. Every agency attempting to use the sales 
method must discover from the actual records what the invalidating 
characteristics are. The records not rejected must be checked by state- 

1 The sales records for Wisconsin have been the basis for the “state assessment” 
on which the state property tax is levied. As in New York, the ‘local assessment” 
is not determined by the state assessment. In fact, the valuations used by the local 
units have been very different from those used for the state levy. 

2 For the method of securing, sifting, and using the Wisconsin sales records, cf. 
Report of the Wisconsin Tax Commission , rpoi, pp. 44-68; also, Lutz, op. cit, 3 pp. 

243 ff. 
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ments from one of the parties to the transfer, or in some other way, 
when possible. 1 

The remnant of records surviving this selective process, if kept 
current, constitutes a sample of actual prices against which assess- 
ments may be checked. The sample is more reliable to the board of 
equalization as an index of the average level of property values in each 
county, city, or town, than it is to the assessor as an indicator of actual 
values of specific parcels. For it is to be remembered that equalization 
is concerned with keeping the average assessment ratios uniform in all 
the taxing districts, while the assessor is concerned with determining 
assessment ratios for specific parcels. 

If the sales method is to be rejected as a basis for equalization, it 
must be rejected more emphatically as the basis for checking assess- 
ment ratios in reassessments and taxation surveys, and we have then 
no effective method of checking assessments. For the sales data that 
can be systematically accumulated by a state board over a period of 
years are much more reliable than those that can be hurriedly obtained 
for the purpose of an occasional survey or reassessment. Despite op- 
position to the sales method, it remains the most serviceable device for 
checking assessment ratios.* 

C. LIMITATIONS UPON EQUALIZATION 

Even the best equipped, most capable, and best intentioned board 
cannot do everything expected of it. Equalization cannot take the 
place of or remedy a bad original assessment. If the assessor’s value 
ratios were uniform throughout his district on all individual assess- 
ments, if there were merely inequalities among towns or counties, andg 
if all taxable property were listed, the interdistrict inequalities coukH 

1 Formerly the internal revenue stamps, affixed to deeds in payment of the federal 
documentary stamp tax, provided a fairly effective check. There is apparently no 
reason why a state documentary stamp tax could not serve the same purpose. 

* Cf. Simpson, The Tax Racket and Tax Reform in Chicago , pp. 11-25, for a state- 
ment of the proper use of sales records; also Nelson and Mitchell, Assessment of 
Real Estate in Iowa and Other Midwestern States t pp. 7-27. The usefulness of the 
sales method may also be studied in the publications of special and administrative 
tax commissions such as New York, California, Indiana, North Carolina, Minne- 
sota, Wisconsin, Michigan; and in special surveys of assessments, many of which 
are cited in preceding chapters. 
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be remedied by the county or the state board of equalization. But it 
is a familiar fact that the assessment ratios of individual parcels of 
property, or of classes of property, within the assessment district are 
wider than the variations among the average ratios for different towns 
or counties. Moreover, these differences are much more significant 
than the differences among counties, since the local taxes are much 
heavier than those levied by the state. It is obviously impossible for a 
state board of equalization to equalize even approximately the numer- 
ous individual assessments in the state. This would involve not equal- 
ization but reassessment. It is clear, therefore, that the bulk of the 
work of equalization and of adding omitted property must be done by 
or through the local assessors or local equalizing agencies. 


TABLE 84 

Hypothetical Assessment Ratios of Property Showing Effect of 
Equalization Where Intracounty Average Deviations Vary 


Kind or Ratio 

County X 

County Y 

Parcel C 





Average 

Original 

IOO 

80 

90 

90 

IOO 

60 

80 

Equalized 

100 

80 

112.5 

6 7-5 

90 



Moreover, state equalization of county or town averages, where 
there are wide deviations among individual assessment ratios within 
some of the comities or towns, may do more harm than good, even for 
purposes of the state tax, as a very simple hypothetical set of figures 
will show, as in Table 84. Let us assume that in county X, one-half of 
the property, C, is assessed at 100 per cent; the other half, D, at 80 per 
cent of true value; that in county Y, one-half, E, at 100 per cent; and 
the other, F, at 60 per cent. Let us further assume that the 90 per cent 
in county X is taken as the standard to which the average of county Y 
must be raised. Then, since 90 is 112.5 per cent of 80, the correction 
factor necessary to raise Y to the standard of X is 1.125. After the 
equalization, E is assessed at 112.5 per cent; F, at 67.5 per cent; C and 
D r e mai n unaltered. As far as the local taxes are concerned, the alloca- 
tion has not been changed at all. As for the state tax, county X has 
been relieved, and county Y raised. In county X, C, excessively as- 
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sessed,is relieved; and so is D which was already underassessed and 
should have been raised. In county Y, E, already overassessed by 10 
per cent, is burdened with another 12.5 per cent of true value, while F, 
relatively underassessed by 30 per cent of its value, is inadequately 
raised. 

That existing conditions may be of this nature is indicated in Table 
85, which shows the effects of revision by the Cook County board of 
review upon 2,056 properties, sold at fair consideration, which were 
reviewed during the period 1923-26, following the 1923 quadrennial 
assessment of real estate. The average assessment ratio for the county 
in 1923 was 35 per cent of full value. The distribution of the assess- 
ment ratios before the revision may be seen in the horizontal line of 
totals. The distribution after the revision may be seen in the vertical 
column of totals. The asterisks in each column indicate the ratio 
groups in which the properties of each column were contained before 
revision. With few exceptions, it will be seen, the effect of the “re- 
vision” was to depress the assessed values. There is only a negligible 
tendency, if any, to bring the assessment ratios of individual properties 
nearer the 35 per cent average for all the properties of the 1923 assess- 
ment. If the only result of local revision is to depress the valuation uni- 
formly on overassessed as well as on underassessed and properly as- 
sessed properties, the local revision is not only useless and wasteful 
but vicious, and state equalization based thereon will create worse 
inequalities than it relieves. 

Doubtless the California commission on revenue and taxation of 
1906 had results of this nature in mind when it said: 1 

Equalization, so-called, does not equalize, and in the nature of things, 
cannot equalize. After the officers have exhausted their best efforts in this 
direction, there axe inequalities — glaring ones— between real and personal 
property; between different classes of personal property; between county and 
county; between dty and dty; between dty and county; between man and 
man. All of which are rarely removed, and often intensified, by so-called 
equalization. 

These are strong words — too strong, it would seem. Doubtless there 
was in 1906 glaring inequality, even between county and comity 

1 Report , igo6, p. 10. Quoted by Lutz, op. cit ., p. 93* 
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which was the only form of inequality the board could remove with 
the powers left it by the courts. But, unless their efforts were wholly 


TABLE 8s 

Results of Revision of ‘Tull-Value” Assessments of 2,056 Properties 
by the Cook County Board of Review, 1923-26! 


Percentages 
op Assessed to 
Sales Value 
after Revision 

Properties Assessed before Revision at Speotied Percentages 
of Sales Value 

91 and 
over 

81-90 

71-80 

61-70 

51-60 

41-50 

31-40 

21-30 

11-20 

I-IO 

Total 

ioi and over! 

96— TOO .... 

5* 

1 

; 









5 

3 
2 

4 

10 

11 

14 

22 

23 

46 

47 
96 

120 

162 

300 

380 

389 

231 

1x4 

49 

18 




1 

2 





OI— OS 

1 



I 

1 

1 




86-f)C> 

I* 

5 * 

4 

2 

8 

4 

5 







8i-8«; 









76-80 

1* 

3 * 

| 

15 

7 

10 

7 

4 

2 

2 

2 

I 








• TL -^ 7 C . 








/* Jo 

66-70 

61— 6c 

4 * 

5 * 

20 

23 

x 9 

18 

12 

9 

1 

2 








1 

2 

2 

10* 

47 * 

H 

108 

62 

29 

6 





56-60 

2* 

11* 

45 

43 

25 

40 

11 

4 

1 





51-55 

46-5° 

41-45 

36-40 

31-35 

26-30 

21-25 

16-20 





6 

2 

2 

1 

20* 

129* 

263 

172 

55 

9 

X 

1 

1 

2 

8 

39 * 

178* 

144 

27 

3 

1 

I 

II— I c 





6—10 




1 



18* 

18* 

1-5 






Total. . , 









HI 

58 

37 

67 

*15 

183 

366 

653 

403 

137 

37 

*,056 


t Adapted from Joint Co m m iss ion, on Real Estate Valuation for the Board of County Commis- 
sioners of Code County, A Study of Assessment Organisation and Legislation in Its Application to Cook 
County (1928), pp. 31-34. 

* See p. 387 for meaning of asterisk. 

perverted and aimless, the activity of the board in ordering changes 
was so great that in the absence of the board, the inequalities must 
have been still more glaring. 1 Moreover, while some of these inequal- 
1 Cf. Faakhanser, op. cit especially pp. 289, 331. 
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ities were dearly inevitable under the restricted powers of the Cali- 
fornia board, they are not inherent in the work of a board whose 
powers and information are adequate. 

The capadty for mischief of injudidous leveling of county or town- 
ship assessment ratios is increased by the fact that certain forms of 
property, chiefly personal property, more specifically intangibles, while 
they may largely escape listing, are likely when listed to be assessed at 
a high ratio. Few of the equalization agencies have seriously attempted 
to equalize personal property; but where the board must raise or lower 
all property in a county uniformly, if it changes any, personal property 
is “equalized,” at least such of it as is listed, along with the rest. If a 
real estate mortgage, a bond, or money on deposit is assessed, as it is 
likely to be, if listed at all, at or near 100 per cent, and the aggregate 
county valuation is raised 10 per cent, 20 per cent, or by some other 
factor, then this particular property, on which the high general prop- 
erty tax operates with peculiar severity, is seriously discriminated 
against . 1 The same is true of such tangible personalty as livestock and 
merchandise. The problem with personal property is not so much to 
equalize it as to get it on the tax roll at all, uniformly for all classes . 2 

m. EQUALIZATION AS A REVENUE-CONTROLLING DEVICE 

It is appropriate to point out a certain inddental use to which equal- 
ization can be put, and has in fact been put much more extensively 
than is generally suspected. This is the possibility and practice of 

1 It was evidently to prevent this sort of discrimination that an amendment to 
the California constitution was ratified in 1884 to the effect that the state board of 
equalization could not raise a mortgage, deed of trust, contract, or other obligation 
by which a debt is secured, or money or solvent credits above their face value. 

* Cf. Tenth Annual Report of the Illinois Tax Commission , p. 68. “The problem of 
equalizing personal property is one of discovery and original assessment rather than 
of changing ratios of over- and under-assessment, as in the case of real estate. No 
equalization method can be satisfactorily employed in the equalization of this type 
of property.” The commission has consequently not attempted to equalize personal 
property since its organization in 1919. The state board of equalization which pre- 
ceded the commission had no such scruples. And when in its later years it did fall 
into the habit of making no changes in the personal property assessments it did not 
hesitate “to add to the offence of inaction its solemn assertion of belief that the local 
personalty valuations were just and equitable between the counties” (cf. Lutz, op . 
cit.j pp. 68-72; also Report cf Special Tax Commission of Illinois, igio, pp. 63-65). 
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using the eq ualizing process as a device for controlling the revenue to 
be raised, as appears desirable — for reasons good or bad — to the board 
of equalization. This use is made possible by the fact that the equal- 
izing agencies have not usually found it expedient or necessary to try 
strenuously or at all to raise the valuations uniformly for all counties 
to ioo per cent or some percentage lower than ioo, where such is re- 
quired by law. Equalization can be made at the 50 per cent or any 
other level. And in such discretion as the equalization agencies may 
possess lies what they possess of revenue-controlling power. 

Where, as in Illinois, the percentage increase or decrease that can 
lawfully be ordered in the original assessments is narrowly restricted, 
the equalizing agency is evidently not intended to have any appreciable 
control over the aggregate valuation and hence over the revenue. But 
where, as is now usual, there is less restriction or no restriction at all 
on the changes that may be ordered, and where equalization at 100 
per cent is not required or attained, the discretionary power may be 
considerable. If the board is bent upon reducing public expenditures, 
it may, if the tax rates possess any degree of rigidity, affect some more 
or less temporary reduction through equalization at a low ratio. Con- 
versely, if the revenue threatens to be inadequate, not only may the 
board equalize on a higher ratio, but it may also lend its efforts to enter 
omitted property more fully, encourage original assessments at a higher 
level, or induce the local assessors to make a more complete listing. 
Interesting testimony to this effect comes from California: 

The indirect influence of the board on valuation of property is, perhaps, 
best illustrated by a reference to the assessment for 1907. After the San 
Francisco earthquake and fire, the state board became alarmed at the pos- 
sible decrease in the assessment roll. Should the anticipated decrease take 
place, the board would have had to raise the valuation, or the tax rate, or 
both. With the hope of preventing such an occurrence, the members of the 
board visited every county of the state and urged the assessors to increase 
the valuation of property, or at least to keep it up to the figures of the pre- 
ceding year. The result was a happy surprise. When the valuation of prop- 
erty was completed it showed an increase of $251,618,063 over that of the 
previous year, and, in fact, was one of the largest increases for any year since 
the adoption of the code in 1872. 1 

* Fankhauser, op, cii ,, p. 330. 
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It is not entirely pedantic to argue against this manipulation of the 
level of equalization for purposes incidental to the main purpose of 
equalization. To do so tends to confuse the issues. As long as the tax 
law requires a 100 per cent valuation, the object should be to equalize 
at that level, or at some stable lower level. If the assessment ratio is 
stable, then, with a given standard of public expenditures, the tax rate 
furnishes some sort of an index of the burden. With a manipulated 
assessment ratio, another elastic factor is introduced. Moreover, the 
practice of manipulating the assessment ratio, even by the board of 
equalization and for what may be temporarily a laudable purpose, 
strengthens the all too prevalent notion that the taxable value is not a 
matter of fact, but a thing to be bargained about and lied about if 
necessary to reduce taxes of certain governmental units. 

To sum up, the equalization and reviewing devices, properly used, 
possess some capacity for making the general property tax more nearly 
uniform. There is now no way to measure historically and accurately 
the leveling influence of review and equalization, as they have been 
practiced in the United States. Unquestionably the gains in uniform- 
ity have been far from what they might have been had the agencies for 
review and equalization been properly selected, instructed, endowed 
with power and financial support, provided they had employed a proper 
statistical technique. Equalization is primarily a technical statistical 
problem. It is now regarded, however, as much less of a panacea than 
it was a decade or two ago. It is now understood that equalization is 
only one way in which state control of and supervision over local as- 
sessments can be effected. To the other ways of effecting improvements 
in the assessments through state activities we must now turn. 



CHAPTER XVI 

CENTRAL CONTROL OF THE ASSESSMENT 

Supplementary to the efforts of state boards of equalization to 
eq ualiz e the local assessments, there have developed, especially since 
equalization has been found to have serious limitations, several other 
attempts to improve the assessment, having in common a greater 
degree of central control. The central administrative bodies have ex- 
ercised control in various ways, of which the following are the most 
important: first, by supervising, instructing, and directing the local 
assessor; second, by ordering the local assessors to reassess property 
or by undertaking such reassessment themselves; and third, by assum- 
ing complete responsibility for the assessment of certain classes of prop- 
erty which experience has shown to be peculiarly unsuited for local 
assessment. 

As a matter of fact there has also been considerable intracounty 
centralization in states where the township organization prevails. In 
those states the task of assessment of general property is now often 
shared by certain supplementary officers or bodies, usually in a super- 
visory capacity only, although in recent years in a directive and ad- 
ministrative capacity as well. Minnesota may be taken as typical of 
those states in which the evolution has been toward making the county 
auditor virtually county assessor, with the local assessors functioning 
as deputies. 1 His duties may be listed as follows: 2 

1. To approve and file the required $500 bond of the assessor. 

2. To appoint an assessor in case the town board neglects to fill a vacancy, 
and to approve any deputy appointed by the assessor. 

3. To provide all needed lists and books for the assessor. On the appropriate 
lists he is to have entered all taxable real estate, thus leaving only the 
making of the valuation to the assessor. 

z Ohio, Indiana, Illinois, Iowa, Nebraska, and the Dakotas would serve nearly as 
welL 

* Report of Tax Commission, 1920 (quoted only in part). 
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4. To receive the list and books of the assessor when the work of that official 
is completed. Thereupon it is his duty to try to find omitted property 
and to return the list to the assessor for valuation of such property. 

5. To certify approval of the completed work of the assessor. The certificate 
issued must be filed with the town derk before the assessor can draw his 
pay. 

In part, these functions are routine in character. It cannot be said 
that their assignment to the county auditor has made him county as- 
sessor. Still, his position is not unlike that of the ex officio county as- 
sessor in such a state as Kansas, where the county clerk, as county 
assessor, must select the township trustees as his deputies. By an ex- 
tension of the functions given to the auditor, and a consequent limita- 
tion of the functions of the local assessor, some degree of central con- 
trol has been effected. With the ingrained tradition of home rule, 
little more has been possible so far. 

Some administrative state control there has always been, but until 
within the past twenty-five years it was incidental, irregular, and in- 
effective, as it is still in many states. State officers, such as the audi- 
tor, comptroller, treasurer, whose duties had to do with the state tax 
on property, necessarily were faced with the task of improving assess- 
ments for state taxes. The experiences and recommendations of these 
officials resulted more often in additional statutory rules than in ad- 
ministrative machinery for state control. After the Civil War, the 
special tax commissions appointed in many states almost invariably 
recommended stronger centralized control than the people would toler- 
ate. Yet, under the pressure of necessity, the recommendations have 
been reluctantly and slowly heeded: first, through the creation of ex 
officio state boards of equalization; second, through the designation of 
various state agencies for the assessment of certain property; and third, 
through provision for general supervision of assessments and the entire 
revenue system. 


I. THE STATE TAX COMMISSION 

It is not necessary to deal at great length with the development of 
the administrative tax commissions. This has been ably done by H. L. 
Lutz, 1 but since Lutz’s book appeared in 1918 several changes have 

1 H. L. Lutz, The State Tax Commission . 



394 PROPERTY TAXATION IN THE UNITED STATES 


occurred. Table 86 is, therefore, presented to show present conditions. 
The table shows the year in which administrative “tax departments” 
were first organized in each state. Since these departments, as Lutz 
called them, have been changed, in some states several times, the year 
in which the department was accorded its present status is also given. 
The membership of the commission, the term of office, the salaries of 
the members, and the method of selection are likewise given. The 
functions of the commissions are very imperfectly indicated. 

Table 86 is not intended to give a complete picture of the organiza- 
tion and work of the tax commissions of all the states, but only in a 
general way of such of their functions as relate to the general property 
tax. 1 In New York, for example, the tax commission equalizes assess- 
ments for state purposes only; it assesses only special franchises and, 
on occasion, appraises such other property as is difficult for the local 
assessors to assess; it exercises chiefly only indirect control and super- 
vision in the local assessment. Yet the New York tax commission is the 
most elaborately organized commission in the country and the best 
supported financially. In 1928 the department of taxation and finance, 
of which the tax commission is one division, expended $3,832,344.17, 
and employed 1,474 persons. 2 It collected in the same fiscal year 
$229,214,084.34, exclusive of the receipts of the bureau of motor vehi- 
cles, at a cost of 88 cents per $100 collected. But the bulk of the work 
and expenditures of the department are concerned with the adminis- 
tration of the franchise tax on business corporations, the complicated 
inheritance tax, motor-vehicle-license taxes, the gasoline tax, the bank- 
stock tax, taxes on insurance companies, the personal income tax, the 
mortgage-recording tax, and the stock-transfer tax. 

The diversity of functions and the scope of the activities of the 
New York state administrative body are due to the complexity of the 
tax system of that state, and to the extent to which the a dminis trative 
functions of taxation and finance have been concentrated in that body. 

1 For more elaborate tables on the organization and functions of the state tax 
commission, cf. National Industrial Conference Board, State and Local Taxation of 
Property , pp. 232-40, Tables 21, 22. Also, The National Tax Foundation, Status 
cf Certain Tax Matters in the Various States , January 1, 1930. 

2 Report of Tax Commission , i$2$, pp. 72, 73. The tables there given furnish a 
general idea of the scope of the work of this organization. 
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New York contrasts sharply with Texas in that respect. In Texas the 
necessary administrative functions of a tax system much simpler than 
that of New York are scattered among various bodies. The tax board 
of Texas, of which the tax commissioner is a member, was created in 
1905, and given additional functions in 1907. Its duties, except for the 
assessment of the “intangible assets” of railroads and a few minor public 
utility corporations, were investigational and informative. In practice 
its only work has been to administer the “intangible assets tax.” 1 
Most of the other states occupy an intermediate position between 
Texas and New York, in respect to the degree of development of a 
diversified system of taxation, and in respect to the degree of concen- 
tration of fiscal functions in the state tax commission. In both states, 
however, the administration of the property tax is extremely decen- 
tralized — in New York this is accounted for by the relative insignifi- 
cance for state purposes of the general property tax. 3 

While the states differ with respect to the character of their tax 
commissions, as fax as property taxation is concerned, there is a strong 
tendency to uniformity in essential features, but a wide diversity in 
the extent to which the centralization of assessment has been carried. 
These latter differences will appear more in detail in later sections of 
this chapter. For the moment it is intended merely to point out some 
of the general similarities and dissimilarities. In twenty-six states the 
commission has three members; in seventeen there is only one commis- 
sioner, who, however, in many of these states must work with some 
ex officio board, particularly in ordering reassessments, equalizing 

1 Miller, A Financial History of Texas, pp. 266-88. An interesting demonstration 
of the necessity for state control is found in the experience of this board in adminis- 
tering the intangible assets tax. The board assessed the intangible value of railroads 
and some other corporations at $152,827,000, the first year. The county boards of 
equalization proceeded to reduce this sum to $30,803,000, or 20 per cent, when it was 
apportioned to the counties for taxation. The absurdity of having the county boards 
equalize property assessed by a state board is obvious. But in view of the uniformity 
rule, and of the varying assessment ratios of the counties, which are not equalized by 
any state, such an absurdity is necessary, since otherwise there would be inequality 
between locally assessed and centrally assessed property. See Miller, p. 288, and 
cases there cited. 

2 New York does, however, employ various indirect devices to induce equitable 
assessment of real estate, one of which is the apportionment of a part of the income- 
tax revenue to the localities on the basis of the assessed valuation of real property. 
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t Members, other than chairman, $5.00 per diem and expenses. 

§ Tax commission provided for, 1931. New Jersey (one member) and Oklahoma (three 
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local assessments, and taking other steps not of a routine character. 
Three states have commissions with five members; in one state there 
are four; in one, six; and in one, seven. If the ex officio members in the 
states with a single commissioner are included, the numbers are still 
more varied. As stated in connection with equalization in chapter xv, 
there is no conclusive argument for an ex officio membership. There is 
also no convincing argument for a membership larger than three. If 
the majority rules in this case, a commission with three members of 
equal authority and with equal compensation appears to be the best 
arrangement. If the terms are long and overlapping, there will not be 
the discontinuity of direction which may be a feature of the single- 
commissioner system. On the other hand, three members should be 
enough to secure balance of judgment, without involving the unwieldi- 
ness and opportunities for log-rolling inherent in the larger boards. 
Something can be said for the single-commissioner system, provided 
the commissioner is not made the errand boy of an ex officio board. 
In Pennsylvania and South Dakota, two states otherwise decidedly 
unlike in their tax systems, the chief administrative tax officers 1 have 
been placed in charge of departments. New York, where the president 
of the department of taxation and finance and two associated tax com- 
missioners form the tax commission, attempts to combine the inde- 
pendent tax commission with the departmentalized form of govern- 
ment. The question of how to choose between or combine the inde- 
pendent tax commission and a department of finance with a single cabi- 
net officer in charge is not yet solved. It seems, however, that the tax 
commissions have been quite effective, in comparison with commis- 
sions for other governmental purposes, and in view of the limited pow- 
ers and the inadequate appropriations with which they have had to 
work. 

In forty-six states the commissioners axe appointive, usually by 
the governor, 2 sometimes with the consent of the senate. The terms 
vary from two years to eight. They should be long, and there should 

1 Secretary of revenue, and director of finance, respectively. In Pennsylvania 
there is no state property tax; and the supervisory functions of the state over local 
property taxes are negligible. 

2 In New Hampshire, by the supreme court, and in Oregon, by a board consisting 
of the governor, secretary of state, and’ state treasurer. 
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be no bar to reappointment. The salaries vary considerably, from $i r 
500 in Arizona to $10,000 in New York. It is not contended that the 
compensation should be uniform in all the states; there are good rea- 
sons why it need not be. But in many states it is too low to enable the 
state to secure, or reasonably demand, the kind of service required. 1 

n. THE SUPERVISORY FUNCTIONS 

The supervisory functions of the administrative tax commissions 
are often negligible, as in Delaware, Georgia, Idaho, Oklahoma, Penn- 
sylvania, Texas, and Vermont. They are substantial and effective in 
other states, as in Indiana, Kansas, Michigan, Minnesota, New Jersey, 
Ohio, and Wisconsin. Not always is the commission with the most ex- 
tensive authority on the statute books the most effective. But without 
authority to hold hearings, demand evidence, administer oaths, issue 
orders which shall have some degree of finality, and without reasonably 
adequate appropriations, the best intentioned and most capable com- 
missioners can exercise but little supervision. 

Obviously, broadly stated it is the duty of the tax commissioners to 
administer the tax laws of the state. It is often the duty of the tax 
commissions to administer income, inheritance, and other tax laws. 
Except for the central assessment of property, to be discussed below, 
it is not usually the duty of the tax commission to administer, but 
merely to supervise and to participate in the administration of the 
general property tax. On its own initiative or upon complaints of tax- 
payers or assessors, it usually is and should be the duty of the tax com- 
missions to hold hearings and issue orders. The commission should be 
the court of first instance in questions of law, and the tribunal of last 
resort in questions of fact. No other body is as effectively in position 
to know the facts. Were the courts to review the facts, no facts found 
by any commission would be final. 

It is a labor-saving device for the commission to be the agent of 
the state in cases of tax-law administration. To the commission come 
or should come disputes from taxpayers with assessors, assessors with 
boards of review, and taxpayers with boards of review, as to valuation 
or exemption. To it should be brought in the first instance disputes 

x In several states it is the practice to pay the rTm.irmfl.Ti a higher salary than the 
associate commissioners. Cf. Table 86, supra. 
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concerning property assessed by the state assessing board, which is 
usually the tax commisssion itself. The commission does or should 
maintain a legal department or at least legal counsel. There would be 
many more court cases were it not for the tax commission, and many 
of those that arise can be much more economically and effectively 
handled by the commission than by the assessors or the boards of 
review. 

Its work of supervision should not be limited to cases arising out of 
complaints. The plaintiffs would then be only the taxpayers with 
taxes heavy enough to warrant complaints, or groups of taxpayers 
organized to make complaints. Of such origin are in fact the majority 
of the complaints, and still more so the cases that are taken past the 
commission to the courts. In the last analysis the commission exists 
primarily in order to protect the taxpayers against each other. 

In property taxation as elsewhere an ounce of prevention is worth 
a pound of cure. And here is the richest field of usefulness for tax com- 
missions in preventing disputes by so directing the assessment that 
the number of disputes will be minimized. For, once the trouble has 
begun, particularly if it has entered upon the stage of a complaint, 
and still more so if it has reached the stage of a lawsuit, it is more 
likely to be productive of merely another law than of justice to the 
contestants. Moreover, the grievances are usually of such a nature 
that resort to complaints and litigation will seldom yield a satisfactory 
remedy, because the complaints usually involve questions of valuation, 
which are largely a matter of judgment. Against the assessor in case 
of disputed valuation the remedy is particularly difficult. If he can be 
convicted of malfeasance or nonfeasance in office, he can be removed 
and punished through proper trial. But there is scant likelihood of 
such action. For inefficiency which can be explained as an error of 
judgment there is no. effective remedy through the courts. There is, 
of course, now generally a remedy through appeal to some local or state 
board of review, upon complaint of aggrieved taxpayers or sometimes 
upon the initiative of the board of review. But such a remedy is gen- 
erally for the correction of an erroneous assessment. It would be much 
better to have the original assessment correctly made. The tax com- 
mission can seldom compel, but it can be much more effective in train- 
ing the assessor to be accurate and efficient. Sometimes the commis- 
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sion may proceed against the assessor for inefficiency. The Minnesota 
commission may appeal to the governor, who may remove an ineffi- 
cient assessor. 1 

A large part of the work of the commission must, therefore, be edu- 
cational in character. One definite task is or should be to prepare suit- 
able forms for the listing of property and to change these lists from 
time to time to include or emphasize new forms of property, or to drop 
obsolete items from the duplicate. The importance of suitable lists is 
unquestionable in view of the rapidly changing and ever increasing 
variety of personal property. If an item is not on the blank, demand- 
ing the assessor’s attention, it is not likely to be listed at all; and the 
continuance of obsolete items on the list is expensive, as it crowds out 
more important items. 

Though it is obligatory in some states, and surely permissible in all, 
to adjust the property tax schedule as required, it is evident that not 
all tax co mmis sions do so. The Colorado law creating the tax commis- 
sion in 1911 assigned to it the task of preparing all necessary forms. In 
1930 it was found that: 2 

From a comparison of the tax schedules in use it would appear that no 
central authority has standardized the general schedule. Although the tax 
commission has exerted its influence toward making the schedules uniform, 
they are yet very diversified as to size, form, arrangement, items listed and 
affidavits or oaths required. It would appear that the general schedule blanks 
are designed to serve for all classes of taxpayers, whether individuals or 
corporations, banks or merchants, etc., with or without supplementary sched- 
ules. Not one of the blanks examined provides for the appraisal of exempt 
property. Many of them do not provide space for gross credits and for de- 
ductions, so that the operation of the process of determining the net credits 
can be seen on the schedule. The list of items of property is not uniform, nor 
is the list uniformly arranged. 

Obviously several beneficent changes could be made. The general sched- 
ule should be uniform and designed to take care of the large run of ordinary 
persons. Special schedules should be prepared to meet the conditions of par- 
ticular classes of taxpayers such as banks, building and loan associations, 

1 In 1910 two appeals to the governor were made, but before he could act the 
assessors straightway resigned {Report, igxo , pp. 22, 23). Similar cases can be cited 
for Wisconsin, Kansas, and other states where the c ommissio n has been active. 

a Cf. Jensen, Survey of Colorado State Tax System , pp. 86-88, 
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merchants, manufacturers, filling stations, etc., and possibly for use in as- 
sessing special classes of property such as intangibles. Each blank should be 
uniform throughout the state. The tax commission should prepare these 
forms and require their use. Otherwise the commission is seriously hampered 
in enforcing the law, and in preparing its reports, 1 whose accuracy and speedy 
publication are important to the legislature, the assessing officials and the 
general public as well. 

The tax commission also instructs local officials as to their duties. 
The instructional and educational duties of the Minnesota commission 
may be takemas typical of the best commission practice. The commis- 
sion is required to instruct the county auditor and especially the town- 
ship assessors respecting the assessment of property. To this end it is 
required that the commission, or one of its members, shall visit not 
less than one-half of the counties of the state each year, and shall meet 
the assessors of each county at the office of the county auditor at 
least once every two years. Assessors' manuals are regularly issued as 
a part of this educational work. Assessors are required to attend the 
county meetings and are allowed a per diem of $4.00 and mileage of 5 
cents per mile. 

The Minnesota commission has arranged conferences at the state 
capital for the county auditors. Washington requires such confer- 
ences, and there, as well as in a number of other Western states, ex- 
penses are allowed. In other states, e.g., New York, the meeting or 
conference is arranged through a state tax association, consisting 
chiefly of assessors and supervisory officials. 

1 How the use of these improper schedules can vitiate statistical data may be 
seen from a comparison of the assessment of Colorado money and credits for 1928 
and 1929. In the latter year the assessed value rose from $16,589,782 in 1928 to 
$51485,214, or from 1.05 per cent of the total assessment to 3,24 per cent, or from 
$16.20 to $49.83 per capita. Perhaps some future statistician will risk his reputation 
upon an explanation of this vagary of Colorado money and credits assessments. 
Furthermore, he will wonder why all of this increase occurred in Denver. The ex- 
planation is simple. In 1928 the Denver assessor reported his net assessments, after 
deducting debts, according to his custom. For some reason, in 1929, he reported his 
gross. His net assessments were, in fact, some $2,000,000 less in 1929 than in 1928. 
While the Denver assessor had apparently reported his net assessments prior to 
1929, there is no assurance that the other county assessors had done so uniformly. 
Not only are the 1929 figures incorrect, but the earlier data become of questionable 
validity (Jensen, op. tit., pp. 73-78). 
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The commissions* most general function is the study of revenue 
systems and the making of recommendations to the legislature for 
improvement of the laws. The legislatures have not always or com- 
pletely accepted the recommendations of the co mmi ssions. Such rec- 
ommendations, if worth anything, are in advance of what the electorate 
will support, so that considerable time must be allowed for the educa- 
tional measures to take effect before legislatures can be expected to 
heed them. Nevertheless, the tax legislation of many states bears dis- 
tinct evidence of the competent guidance of the tax commissions; this 
has been especially true in Massachusetts, Wisconsin, and New York. 
However, the persistence of the small assessment unit, even in New 
York, Wisconsin, and Minnesota, despite the fact that the commis- 
sions have recommended the county unit, is proof enough that the 
recommendations of a tax commission are not always favorably re- 
ceived. 

m. REASSESSMENT 

As a last resort, except for central assessment of certain property, 
to be discussed in the following chapter, the tax commission has the 
power in a few states to make or order a reassessment when for some 
reason the regular assessment has been found to be unsatisfactory. 
The term “reassessment” applies, especially in some Eastern states, to 
the regular periodical assessments of real property, and, to the irregu- 
lar assessments formerly required by legislative action, when the cadas- 
tral records had become too far out of line with actual values. The 
term is used here to indicate an extraordinary assessment covering 
certain items, or certain classes of property, or all the property in cer- 
tain tax districts, when the original assessment is found to be unsatis- 
factory . 1 

The Minnesota commission may reassess, upon complaints of tax- 
payers or local tax officials, or upon its own initiative, not only indi- 
vidual items, but also particular classes, or all property in selected 
districts. The power has been used conservatively, as a last resort, 
when equalization could not be had by other means, chiefly upon com- 
plaints; but the power to reassess has to a considerable extent elimi- 
nated the necessity for exercising it. The power has been exercised 

1 The following summary has been drawn to a large extent from an unpublished 
thesis prepared by Mr. Leo Spurrier in the University of Kansas, 1924. 
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most widely in the assessment of money and credits for taxation at 
the three-mill rate. The commission believed that in view of the low 
rate there could be no good reason for not listing this class of property, 
and that, therefore, such evasion merited harsher measures than 
would be morally justifiable for property subject to the general and 
much higher rate. 

The experience of the Minnesota commission furnishes one incident 
which shows clearly the justification, not only for the tax commission, 
but also for the possession by the commission of the power to reassess, 
in order to prevent escape of property through technicalities in the 
tax law. In this case 1 the county auditor reassessed a parcel of realty, 
including a building which the assessors for a number of years had 
failed to take into account. The auditor could add omitted property, 
but could not reassess property already assessed; and, since the build- 
ing was part of the land upon which it stood, it was not a case of omis- 
sion, but of undervaluation of the entire item. Reassessment was, 
therefore, the only means by which the escape of the building for both 
the current and the earlier years could be prevented. 

In Minnesota the bar of unconstitutionality has been invoked, 
though unsuccessfully, against reassessment. In State v. Minnesota and 
Ontario Power Co ., a the plaintiff in contesting a reassessment claimed 
that since the constitution provided for the election of regular asses- 
sors, the appointment of special assessors to conduct the reassessment 
was unlawful. Since, however, there is no constitutional prohibition 
against the appointment of such assessors, the court saw no reason to 
hold it illegal so long as it was permissible within the statute. In West 
Virginia 3 a similar claim in 1921 met a like fate. The latter decision 
declared that the legislature has the right to provide means for the 
enforcement of the laws, if the assessor does not enforce them, by 
means of the tax commission and special assessors. 

In Michigan, between 1899, the date at which the tax commission 
was first organized, and 1911, the date at which it was finally given 
unrestricted powers of reassessment, there was a good deal of experi- 
mentation. The commission may now order reassessments of any or 
all property in any district upon complaint or upon its own initiative. 

x Davidson v. Franklin Ave. Investment Co 129 Minn. 87. 

a 121 Minn. 421. * Tax Commission v. Roche, 113 S.E. 647. 
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When it has placed a value upon any property, the local assessor may 
not reduce this valuation for three years without the consent of the 
commission. The provision speaks for itself, as to the intention of the 
legislature. The commission, although it has been given almost un- 
limited power to bring about a “true cash value” assessment, has had 
its powers curtailed by insufficient appropriations. 

TABLE 87 


Number op Counties in Percentage Groups Repre- 
senting the Ratio op Equalized to 
Full Value, Michigan* 
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Numbers of counties 

82 

83 

86.9 

2.25 

Mean percentage 

76.6 

6.25 

8.16 

Standard deviation (percent- 
age) 

Coefficient of dispersionf . . . 

3.74 


* Adapted from Spurrier, op. cit p. 50, on basis of data in reports 
of the commission. 

t Standard deviation divided by the mean percentage. 


In 1911, upon being given powers of reassessment upon its own mo- 
tion, the Michigan commission undertook to reassess all the counties 
in the state as soon and as thoroughly as possible. The plan was not 
fully carried out, but it appears that much was achieved toward a 
more equal assessment Some of the results may be seen from Table 87, 
which shows the ratios of assessed to true valuation in the different 
counties of the state in 1911 and in 1914. In the former year the 
mean ratio was 76.6 per cent, while in the latter it had increased to 86.9 
per cent. The increase in itself is notable, but it is much more signifi- 
cant that the standard deviation fell from 6.25 per cent to 3.25 per 
cent in the same period. 
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Since 1920, when practically every county had been covered, re- 
assessments in Michigan have been few. First, the commission states 
that there is less need for them, once the power to reassess is demon- 
strated generally. Second, the theory has grown up that the function 
of the reassessment is properly used when sparingly applied, because 
it is both expensive and galling to the taxpayers affected. Third, the 
commission has had much other work to do and has lacked sufficient 
funds for extensive reassessments. 

Wisconsin has had a varied experience with reassessments. Enacted 
in 1905 and applied in 1906, the reassessment law was held unconstitu- 
tional in 1906 and remained ineffective until 1910 when the earlier 
decision was reversed. 1 At first the law was very liberal in the power 
granted, but in 1917 the power to order reassessment was made condi- 
tional upon petition. After several changes, the commission may now 
order reassessments only upon petition of the owners of 5 per cent of 
the property in a district. 

The present law has several defects. First, the commission cannot 
upon its own motion initiate a reassessment. Second, the requirement 
that the owners of 5 per cent of the property must petition for a re- 
assessment favors the large property holders. Third, the maximum 
compensation that can be paid is five dollars per day for both the serv- 
ices and expenses of the assessors; this is inadequate. Finally, all the 
property in the district where the complaint arises must be reassessed. 
In Michigan and Minnesota the commissions may reassess specific 
descriptions and classes of property without assessing any items al- 
ready satisfactorily assessed. This can, however, since 1929, be done 
in Wisconsin also under the name of “revaluation,” where specific 
properties are involved. 

The courts have, since 1910, liberally upheld the Wisconsin commis- 
sion. Thus, they have held valid the practice of charging the cost of 
the reassessment to the tax district in which it is made. 3 Again it was 
held that, within reason, there was no limit to the number of years 
past for which reassessments might be made. 3 In still another case 4 the 

1 Hessey v. Daniels , 143 Wis. 649. 

9 Attorney General v. Eamerlund , 159 Wis. 315. 

s Knaus et at. v. Rollof et at., 190 N.W. 463. 

* Blair v. Erickson, 171 Wis. 205. 
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court ordered a town clerk to use the reassessment rolls as the basis for 
the extension of the local tax roll. 

Even though thus restricted, the commission has clearly improved 
the assessment through the actual and potential use of the power to 
reassess. Thus, in 1911, when the power to reassess became effective, 
the average assessment of property was less than 65 per cent of the 
market value, and specific parcels varied in their assessment all the 
way from 10 per cent to 200 per cent of the market value. In 1917, 
when the power was assailed and limited by the legislature, the aver- 
age assessment had risen to 85 per cent of the market value, and the 
deviations had been to a large extent removed. 1 

Owing to the costliness of reassessment the commission has long 
been considering a device that would make it unnecessary. The num- 
ber of applications for reassessments in Wisconsin are apparently not 
as numerous as formerly. Thus, while 108 applications for reassess- 
ments were received by the commission during the decade 1921-30 — 45 
were ordered — only 47 of the applications were received and 18 of the 
orders made during the last seven years of the period. 2 The commis- 
sion thus describes its recommendation: 

The making of a reassessment is relatively a rather expensive process as 
it involves a completely new assessment. The situation may call rather for 
the avoidance of future bad assessments than for the complete revision of 
past assessments. Such an alternative has been considered by the Commis- 
sion for some time and was passed by the 1929 legislature. Under this meth- 
od, the Commission may in lieu of ordering a reassessment direct that the 
succeeding year’s assessment be especially directed by the C ommissi on to the 
end that future assessments be made upon a proper basis. This plan has so 
far been applied to several cases and where the direction given to the assessor 
was sufficiently detailed, the results have proved very satisfactory.^ 

Reassessment in Illinois has had publicity beyond that ever ac- 
corded to it in any other state, because of the reassessment of Cook 
County real estate ordered in 1928. The 1919 act creating the tax com- 
mission conferred upon the commission authority to order reassess- 
ments. This authority was enlarged in 1928, so that at present an 

1 Cf. Lutz, op. cit.f pp. 240 ff. 

3 Report of Wisconsin Tax Commission , ipjo, p. 12. 

3 lbid. t p. 12. 
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order may be made at any time upon application or on the commis- 
sion’s motion, covering any district and any class of property. The 
only restriction now hampering the commission is the requirement that 
the reassessment must be made in the same manner, that is, by the 
officers who made the original assessment. The commission believes 
that better results could be obtained if the law were to permit the mak- 
ing of the reassessment by appointees of the commission, when such 
procedure should seem desirable. 1 

During the period 1923-29 the commission has issued 14 reassess- 
ment orders affecting 8 counties and 183 townships therein. All except 
the Cook County reassessment order of 1928 have been upon com- 
plaints and applications filed by individual taxpayers, boards of review, 
taxpayers’ associations, farm bureaus, and the Illinois Agricultural 
Association. The Cook County order was made upon the commission’s 
own motion, technically at least. Everywhere, except in Cook County, 
the complaints were that farm real estate was overassessed in com- 
parison with city lots. Complaint on personal property assessments 
appears only once. In the hearings held to decide whether a reassess- 
ment order should be issued, the commission has admitted data secured 
by interested parties, as it has no data of its own. 3 In every instance 
the reassessment hearings and orders have produced much excitement 
and local publicity. The publicity attending the Cook County reassess- 
ment was nation-wide or perhaps world-wide, owing to the magnitude 
of the task and the obstructionist tactics pursued by the local assess- 
ing and reviewing officials. The Cook County reassessment constitutes 
a critical test of the reassessment device. 

The initial stimulus to the Cook County reassessment order was the 
evidence presented in a series of hearings held upon complaint that real 
estate assessments, required by law to be published, had not in fact 
been published since 1899. 3 At these hearings, the inequalities in the 

z The principal source for the discussion of reassessment in Illinois is the Tenth 
Annual Report of the Illinois Tax Commission (1929), pp. 80-193, and sources there 
cited. 

* The commission has recommended the establishment of a statistical division in 
order that it might have the necessary value data to better decide upon the needs 
for equalization and reassessment (ibid., pp. 41-42, 127). 

3 Cf. ibid., especially p. 163, and sources there cited. 
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real estate assessments, the ineffectiveness of the quadrennial assess- 
ments 1 and of the annual reviews were shown. On January 25 the 
commission issued an order for the publication of all real estate assess- 
ments. The publicity, disclosing in detail and for particular properties 
.how bad the conditions were, aroused public interest. Hundreds of in- 
dividuals appeared in person at the office of the tax commission to 
urge action, and consequently that body, on its own motion, ordered a 
reassessment on May 27, 1928, and that such reassessment, when com- 
pleted, be substituted for the 1927 quadrennial assessment. Two days 
later the attorney-general handed down an opinion holding the reassess- 
ment order invalid on the technical ground that the board of review 
had not completed the regular revision. At the request of the com- 
mission, a special session of the legislature was called, which on June 18 
enacted simplifying and clarifying legislation, under which the com- 
mission on July 10 issued its second reassessment order. Four days 
later petition for an injunction was filed in the circuit court to restrain 
the local officers from participating in the reassessment; but the in- 
junction was denied. The local officials, however, dallied until October 
30 before appointing a director of the reassessment, thereby greatly 
aggravating the financial crisis into which all the local governments 
of Cook County were precipitated as a result of the delay of subsequent 
tax levies.* 

The reassessment was tentatively completed early in August, 1929.3 
As shown in Table 88, the data of which are limited to Chicago, it has 
undoubtedly remedied some of the inequalities. It will be seen that, 
while the assessment of 1927 did not raise the average assessment ratio 
over what it was in 1926, the last year of the 1923 quadrennium, the 
reassessment materially reduced the spread, though still leaving many 
inequalities. There was no serious thought of achieving a 100 per cent 
assessment ratio, since such a ratio would have placed Cook County 
“out of line”with the rest of the state. The ratio for Chicago properties 

1 Cf. Table 88, infra . 

* The situation was normally bad owing to the practice of borrowing on tax antici- 
pation warrants, and levying taxes to redeem these warrants. 

3 The taxes were, however, not collected thereon until the summer of 1930, being 
over two years delayed. 
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did in fact fall from 35.9 per cent in 1927 to 27,8 per cent in 1928. An 
equalization ratio of 37 per cent of full value was adopted, partly on 


TABLE 88 

Effects of Cook County Reassessment as Shown by Changes in the 
Distribution of Assessment Ratios of Property in Chicago* 



* Simpson, Tax Racket and Tax Reform in Chicago, especially Tables 6, n, and ao. 
t At end of quadrennium 1933-36 of 6,105 properties. 

X 1927 assessment of 6,107 properties. 

§ Reassessment of 4,084 properties. 


the ground that such a ratio would produce a valuation equal to that 
of the 1927 assessment. It did, in fact, produce several hundred mil- 
lion dollars less. 
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In an earlier chapter 1 it was shown that the reassessment remedied 
some of the inequalities among different classes of property. As Table 
89 shows, there was also an appreciable equalization among the differ- 
ent districts. Thus the ‘‘Loop” district had its ratio reduced from 74 
per cent to 41.3 per cent, but still remained high, within Chicago at 
least. Conversely, the ratio of Washington Heights, an outlying dis- 
trict, was raised from 13.9 per cent to 27.6 per cent. 

TABLE 89 

Comparison op Assessment Ratios in Chicago 

BEFORE AND AFTER REASSESSMENT, EXTREME 

High and Low* 


District 

Assessment Ratio 

Assessment 
of 1027 
(per Cent) 

Reassessment 
(per Cent) 

Loopf 

74.O 

41.3 

Washington Heights! 

13.9 

27.6 

Post Office “D”f 

27-3 

18. 1 

Average 

35-9 

27.8 


* From Simpson, Tax Rochet and Tax Reform in Chicago , p. 172 . 
f Highest ratio both before and after reassessment. 

% Lowest ratio before reassessment. 

5 Lowest ratio after reassessment. 

While the direct and immediate results in the form of greater, 
though far from complete, equality in the assessment ratios in them- 
selves would justify the reassessment, there were in the Cook County, 
as there must have been in every reassessment, certain indirect and 
perhaps deferred results which may prove to be more important. These 
advantages may be summarized from the statements made by Simp- 
son,* as follows: First, the reassessment demonstrated the possibility 3 

1 Chap, adi. Table 77. Thus office and bank buildings achieved a 34.99 per cent 
ratio as compared with a 56.7 per cent ratio under the 1927 assessment; and in- 
dustrial properties. 

* Tax Racked and Tax Reform in Chicago , pp. 176-81. 

3 Perhaps Dr. Simpson used good discretion in designating such a phenomenon as 
a possibility rather than an achievement. 












CENTRAL CONTROL OF THE ASSESSMENT 413 


of having a businesslike and nonpolitical assessment in Cook County. 
Second, it established a fairly definite assessment ratio, and some de- 
gree of certainty in place of complete haphazardness. Third, it estab- 
lished standard methods of procedure and yielded a mass of informa- 
tion that will be more serviceable as more of it accumulates. Fourth, 
it demonstrated the necessity for centralized administration. Fifth, it 
precipitated a series of special problems of assessment procedures in 
cases of such property as obsolescent buildings, locally assessed railroad 
property, and suburban agricultural lands, which the previous prac- 
tices had concealed. Sixth, and finally, it precipitated the problems 
of the disparities among counties, between locally assessed and central- 
ly assessed property, and between real estate and personalty. 

In most of the dozen other states where power to reassess obtains, 
the power is so restricted as to be ineffective. West Virginia conferred 
this power freely in 1920, and it was extensively used the following year 
with good results. 1 The tax commissions of Kansas and Alabama pos- 
sess the power but have not made extensive use of it. In Colorado the 
power is almost negated by the requirement that the reassessment must 
be made between September 7 and October 1. In Missouri only indi- 
vidual properties may be reassessed. In New York the commission 
may order reassessment only upon a court order; this provision prac- 
tically nullifies any power to reassess. 

Power to reassess or to order property reassessed, without unrea- 
sonable restrictions, even though sparingly used, is an important ad- 
ministrative device. No good reason appears for not permitting the 
commission to initiate reassessments. The commission should not be 
unduly restricted as to the time or territory within which the reassess- 
ment may be made, nor as to the categories of property subject to 
reassessment. The person conducting the assessment should, in the 
opinion of the Illinois commission, be responsible to the commission, 
and the reassesssment as accepted by the commission from the special 
assessors should be final, not subject to revision by the local board of 
review for the current year. The Cook County reassessment, has 
shown, however, that such a huge task cannot be completed in time to 
be substituted for the current year’s assessment, without causing seri- 
ous fiscal disarrangement. The newly developed Wisconsin expedient 

1 Cf. Report for 1921-22, introductory chapter. 
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of applying the reassessment principle to the following, not the cur- 
rent, assessment is worth considering. Ordinarily a condition requiring 
such a drastic remedy as reassessment is not one that has grown up in 
one year, or even in a few years. It is usually one of cumulative de- 
terioration upon which, in one way or another, the searchlight is sud- 
denly turned. To continue a bad assessment even one year longer has 
disadvantages, but these may be more than outweighed by the more 
orderly assessment procedure possible where the reassessment is sub- 
stituted for the next year’s assessment, than where a headlong reassess- 
ment must be made in order not to delay beyond tolerance the regular 
collection of taxes. 



CHAPTER XVH 
CENTRAL ASSESSMENT 

The assessment of certain complex and extensive types of property, 
such as railroads, early proved to be quite beyond the capacity of the 
local assessor. Without departing from the principles of property 
taxation, nearly all of the states have made changes in the methods of 
taxation which have transferred the assessment of such property from 
the local assessor to an already existing agency, or have created a new 
agency for this specific purpose. The incapacity of the local assessor to 
assess such property results scarcely from any change in him, but from 
the fact that the problem has changed. 

It is not the purpose hqre to present a historical or theoretical dis- 
cussion of railroad and public utility taxation, but merely to point out 
the circumstances that gave rise to central assessments, the agencies 
selected for this work, the properties so assessed, and to appraise briefly 
the effectiveness of this device, by which it was hoped to preserve the 
principles of the general property tax for the centrally assessed prop- 
erty. For a discussion of corporation and other special taxes, applying 
to railroads, utilities, and other corporations, the reader must look else- 
where. The taxes, for which the central assessment is made, are prop- 
erty taxes, and are usually as completely integrated with the general 
property tax as circumstances in the respective states will permit. Stu- 
dents of the general property tax, who point out its defects and predict 
its early demise, appear desirous of coining new names for these prop- 
erty taxes . 1 

1 Thus, Hsien Ju Huang, State Taxation of Railways in the United States , p. n, 
says: “To the students of American taxation, there is nothing strange in the so- 
called ad valorem system of taxing railways. It is nothing more than the old general 
property tax system modified to suit changes in industrial and economic conditions. 
But, while in principle it is the same as the general property tax, in practice there 
are many differences between them.” Huang then proceeds to discuss the general 
property tax as the "forerunner of the ad valorem system.” Next he selects certain 
states, such as New York, Pennsylvania, Connecticut, Michigan, and Wisconsin 
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I. NEED TOR CENTRAL ASSESSMENT 

The local assessor’s jurisdiction is limited to property within his 
district. It is impossible to value, say, a piece of track except in con- 
nection with the rest of the operating property of the company. Taken 
by itself, any one mile of track is of little value. On the other hand, 
unless it is a branch or a feeder, the rest of the road could not be oper- 
ated without it, and in that sense it is very valuable. Such a line can- 
not be valued except as a part of the entire system; and such value 
as can be given to it is nothing more than an apportioned share of t^e. 
value of the entire system. Even centralized state assessment does not 
entirely meet the problem. For some railroads run througira dozen 
states or more, and the situation, therefore, demands an assessment by 
some national agency rather than by at least a dozen different bodies . 1 

To ascertain the value of the property of any railroad system re- 
quires highly specialized skill. It cannot be done by comparing, say, 
the value of right of way with the site value of adjacent agricultural 
or urban land. The earning power of the railroad is a determining 

where noticeable changes have differentiated property taxes on railroads; and, ig- 
noring the property aspects of these taxes, gives them names, as he supposes, accord- 
ing to their kind. But the bases for valuation, such as physical value, gross earnings, 
net earnings, value of securities, capitalized earnings, etc., are merely indicators of 
value, not, as such, bases of the tax on railroads. All, or substantially all, American 
property taxes are ad valorem taxes. It would be well to hasten the disintegration 
of the still considerable remnant of the general property tax in the typical tax sys- 
tems of American states into a more diversified system; but there are no indications 
that mere multiplying of names will do it 

1 “There is at least as much justification for a centralized assessment of the prop- 
erty of these (interstate) corporations as there is for a central assessment of like 
property of lines crossing several districts within a given state. In fact, such cen- 
tralization would seem to be more needed because, tinder the irresponsible divided 
system now obtaining, there is a tendency on the part of states to reach out and im- 
port value pertaining to property of public service corporations operating interstate. 
Just how this centralization will come is a matter of speculation. The power of as- 
sessment may be lodged in a body raised by Congress, or the central body may be 
appointed jointly by the state interested under some federal law of control, with 
proper provision for a division of the value of the property for particular lines of 
transportation or transmission among the states through which the lines are built” 
(Samuel T. Howe, “The Central Control of the Valuation of Taxable Subjects,” 
Annals of the American Academy of Political and Social Science , LVXH, 119). 
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factor. The income of a railroad cannot be determined without access 
to the books of the road; and the determination requires skill in ac- 
counting and appraisal not possessed by the local assessor. Another 
reason for central assessment is the existence, among the assests of 
corporations, of an element variously called good will, franchise, or 
corporate excess. This element and, therefore, the difficulty of assess- 
ing it as property are especially conspicuous in those service enter- 
prises with relatively little tangible property. It is particularly obvious 
in the express business. The Adams Express Company 1 in 1895 re- 
ported $3,030,328 of real property and $1,159,491 of personal property 
or a total of $4,189,819. The aggregate market value of the shares of 
the company, however, amounted to more than $16,000,000, or about 
four times as much as the tangible property. The difference, or the 
intangible value of the company, arose not from the physical unity of 
the property, but from unity of use. A share of this intangible prop- 
erty, proportionate to mileage, was held to be reasonably taxable by a 
state. 

Assessment of this element was even more clearly beyond the capac- 
ity of the local assessor than the assessment of the tangible corporate 
property. One of the most difficult tasks of the central board of assess- 
ment is the assessment of corporate intangibles. Occasionally the task 
is assigned to a separate board. In Texas, no other kind of property is 
centrally assessed. 

Also difficult to determine is the taxable situs of such property. Cer- 
tain personal property, like rolling stock, which may be in one state 
one day and in another the next, has no situs, except such as may be 
assigned. To assess property which happens to be in the district on the 
tax day would be arbitrary and impractical. Another undesirable meth- 
od is to assign all movables for taxation at the principal office of the 
corporation, on the principle that personalty follows the owner. In- 
tangibles, like movable tangibles, attach to the entire system and could 
reasonably be regarded as having a business situs equally well through- 
out the system. Logically, any district having jurisdiction is entitled 
to tax a part of the intangible value normally employed on the system. 

The management of a railroad company is that of a single business 
enterprise. It is desirable that there shall be similar unity of tax ad- 

1 Adams Express Company v. Ohio, 165 U.S. 194, 1896. 
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ministration or at least as much unity as our peculiar form of govern- 
ment will permit- The railroad company, like other taxpayers, will 
keep its tax payments as low as it can. It is possible and expedient for 
the corporation to employ specialized counsel and accountants, often 
called special tax commissioners. The advantages of the tax depart- 
ment of a railroad company over, say, five hundred assessors, is easily 
seen. The personnel of the state, under the old decentralized assess- 
ment of the railroad property, was numerous and divided, untrained 
and frequently changing in ofBce, and lacked the effective motivation 
of the railroad officers. 

n. THE AGENCIES FOR CENTRAL ASSESSMENT 

To some extent local assessors retain their function of assessment 
of public service property, being usually limited, however, to non- 
operative property, not necessarily used in the principal business of the 
enterprise. In some states, the local assessor still values such property 
as shops, buildings, or even side tracks, which may be said to have a 
local business situs. In a few states the central assessment either ex- 
tends to only a part of the operative property or does not exist at all. 

Thus, in Texas the fixed tangible property, such as buildings, right 
of way, and tracks, is assessed by the local county assessors, as re- 
quired by the constitution. 1 The rolling stock may be assessed in gross 
in the county where the principal office of the corporation is located, 
but the value so determined must be distributed among the counties 
through which the track extends, according to the mileage in each 
county. Only the intangible property is assessed by an ex officio state 
tax board, under the following formula: The total value of all property 
is first obtained by reference to the market value of the stocks and 
bonds. From this total value is deducted the assessed value of the 
tangible property, and the balance is the value of the intangible prop- 
erty, which must be distributed among the counties in the same way 
as the rolling stock. A similar arrangement obtains in Tennessee, It 
seems illogical not to have all nonlocalized property assessed by the 
same board. In Connecticut and Maryland the local officials assess 
only a part of public utility tangibles, the intangible values being part- 
ly reached through a gross earnings tax. In Maryland, the county as- 

1 Art. viii, sec. 8. 
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sessors also assess the intangibles of railroads. In Massachusetts and 
Rhode Island, township officials assess, in general, all tangibles, while a 
corporate excess tax presumably reaches the intangible value. Local 
assessors also assess some or all tangibles in Delaware, New York, 
Pennsylvania, the intangible value being reached through special 
franchise or property taxes, centrally administered. In New York, 
however, special franchises of corporations are valued by the state tax 
commission and taxed as property. Properly enough, it is rare that 
corporate excess or franchise value is locally taxed as property . 1 

In Florida the central assessment is made by the state comptroller; 
and in Georgia, by the comptroller general, an elective official. In 
eight states , 2 it is made by ex officio boards, whose membership usually 
includes such officials as the governor, secretary of state, auditor, treas- 
urer, attorney-general, state inspector and examiner, president of the 
board of agriculture, commissioner of agriculture, and superintendent 
of free schools. Such an arrangement is usually unsatisfactory. The 
officials are elected on a political basis. Few, if any, of them have any 
training or skill for the intricate task of the assessment, and their regu- 
lar duties leave them little opportunity for the assessment, and less for 
obtaining experience to prepare them for subsequent assessments. The 
assessments in the past rapidly declined to, if they ever rose above, a 
perfunctory acceptance of the data reported by the corporations af- 
fected, or an arbitrary and unscientific adjustment dictated by political 
expediency or popular clamor. 

x The practical reason for this is not that it would not be desirable to tax such 
values as property, but that the local assessors cannot find it The Report of the 
State Assessors of the State of New York , 1873 , p. 8 , gives the reason: “We have not 
been able to find that the capital, rolling stock, or other personal property of any 
railroad company except city railroads (and few of them), is assessed. One, and per- 
haps the principal, reason for this is the great difficulty in ascertaining the location 
of the principal office of some companies. 

“In several different cities, we inquired in relation to the assessment of the stock 
of certain railroads, or other incorporated companies, supposing it assessable there, 
but were informed by the assessors that the company in question claimed to have its 
principal office in another city. On examination of the tax rolls in the city referred 
to, and finding no assessment, we were informed that the company had its principal 
office where we first supposed it to be.” 

3 Idaho, Nebraska, North Dakota, Oklahoma, Tennessee, Virginia, West Vir- 
ginia, and Wyoming. 
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Little can be said for the practice of assigning the state assessment, 
and the subsequent equ aliza tion as well, to a board consisting of ex 
officio members. u In any case, the experience with ex officio mem- 
bers yields a perfectly clear conclusion — no co mm i s sion should 
be hampered with members so chosen.” 1 Equally unsatisfactory 
is the practice of assigning the assessment to some already exist- 
ing officer or board to be performed as a spare-time job. But if some 
members must be ex officio, then there certainly is a gain in having 
the tax commissioner, presumably an expert in tax matters, give full 
time to the task. This he does in Nebraska and North Dakota, where 
the tax commissioner is a member of the board of equalization which 
makes the central assessment. 

The proper agency for the central assessment is the permanent tax 
commission or commissioner. In that agency alone can one expect to 
find the required skill and experience, the indispensable basic informa- 
tion, and the desirable continuity of service. In Colorado and Mis- 
souri, states afflicted with constitutional ex officio state boards of 
equalization, the centralized assessment has been assigned to the statu- 
tory tax commissions. 

m. PROPERTY CENTRALLY ASSESSED 

To effect a change to central assessment, the shortcomings of local 
assessment must be serious enough to overcome both the hostile pre- 
sumption against any state agency and the natural inertia supporting 
the local assessor. Only property, the local assessment of which is 
practically impossible, is centrally assessed. This property is chiefly 
such as overlaps the boundaries of tax districts; railroad property is the 
principal example. In the main, only the operating property of the 
railroad company is centrally assessed, nonoperating property being 
still most commonly assessed locally. 

In about one-half of the states, the line of demarcation is drawn on 
the basis of the relation of the property to the enterprise. Nonoperating 
property, that isnot necessarily employed in the transportationfunction 
is assessed locally, while operating property is centrally assessed. Non- 
operating property may consist of farm land, mines, shops, office build- 
ings, bonds and stocks, and other similar items. 

1 Lutz, The State Tax Commission , p. 627. 
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Eight states 1 * require local assessment of some of the operating, as 
well as all of the nonoperating, property. Stations, warehouses, shops, 
office buildings, many forms of equipment, and materials are for that 
purpose held to be localized, and sometimes even side tracks and spurs. 
There is, however, much diversity of practice. For example, Illinois , 3 
outside of the special arrangement made with the Illinois Central Rail- 
road , 3 assigns to the state tax commission the assessment of “railroad 
track,” which embraces the right of way, including all tracks, super- 
structures, buildings, and improvements located thereon; also rolling 
stock and capital stock, including franchises. Centrally assessed proper- 
ty is called “distributable,” as contrasted with the “nondistributable,” 
which is locally assessed. Alabama and West Virginia go still farther 
in employing the local assessor for such assessments. In Alabama, the 
local assessor values such property as stations, buildings, grounds, 
water tanks, in fact everything except the tracks, the right of way, and 
all strictly right-of-way superstructures. In West Virginia “localized” 
property includes terminals, depots, shops, and other buildings, 
grounds, tools, machinery, etc. In Georgia “located” property includes 
side track, meaning all track “paralleling the main track and connected 
thereto at either end”; also main track including the right-of-way, 
rails, and all right-of-way structures; and real estate, which includes 
buildings, stations, shops, and grounds. The “distributable” property 
thus comprehends only rolling stock, tools, moneys, etc., as well as 
franchises. 

The central assessment of transportation agencies other than steam 
railroads is of later origin because the need has been less urgent. In a 
few states, electric interurban, as well as intercounty, lines are generally 
assessed by the state board. States usually extend the requirement of 
central assessment to street railways. Such properties should be taxa- 
ble in the cities in which they operate because tjiey are largely of a local 

1 Alabama, Georgia, Illinois, Indiana, Missouri, North Carolina, Tennessee, and 

West Virginia. 

3 Indiana, Missouri, North Carolina, and Tennessee resemble Illinois closely in 
this respect. 

3 For the payment, in lieu of a property tax, of a gross receipts tax of 7 per cent 
on the earnings of the lines authorized to be built under the original charter (Ifc- 
vised Statutes, secs. 364, 365). 
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character. Hence, some states that collect, for state purposes, a tax 
on steam railroads, assign the tax on street railways to the cities and 
counties concerned. The Minnesota tax commission assesses inter- 
county street railroads but none of the revenue goes to the state. Wis- 
consin has a s imilar arrangement, except that of the revenue collected 
15 per cent goes to the state and the remainder is divided among the 
cities, towns, school districts, and counties in proportion to mileage. 
Where the street railroad lies within one tax district, the problem is 
relatively simple. Only the aggregate valuation need be obtained, and 
obviously the need for central assessment is greatly lessened. But 
where the system covers more than one city or more than one county, 
or more than one state, the question of apportionment arises. 

The authority of central assessment often extends to car companies. 
They may lease or operate freight, refrigerator, parlor, or sleeping cars. 
Except for central assessment, much of this property would not be as- 
sessed at all, for the local assessor is not in position to apprehend cars in 
transit from place to place. It is obviously necessary that a tax situs 
be established other than at the town of the principal business office, 
for it would be very unfair to give to any one county and city the total 
tax yield from the property of a car company, for no other than the 
accidental reason that the office of such a company happened to be lo- 
cated there. 

The tax problem of express companies is more difficult than that of 
car companies. They have but little property which the local assessor 
can apprehend. On account of the relatively small amount of capital 
employed, tangible property is not a good property-tax base for such 
companies. What little tangible localized property they have, such as 
office equipment and delivery wagons, is usually assessed like other 
local property. In a growing number of states, the state board is as- 
signed the assessment of all nonlocalized property, including the in- 
tangible property of express companies. The property is usually ap- 
portioned among the counties for taxation at the local rate, according 
to mileage or gross earnings. 

A few miscellaneous transportation agencies, namely, pipe lines, 
steamship companies, ferry companies, bridge, wharf, and canal com- 
panies, and toll roads, are sometimes centrally assessed. The principles 
of assessment do not differ greatly, and the aggregate of the taxable 
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value of all of these is small, except, perhaps, on pipe lines in a few 
states. In recent years, since the development of hard-surface high- 
ways, motor-vehicle transportation has appeared and will require sim- 
ilar treatment. Truck and bus lines operate on highways paid for 
out of public funds, a fact in itself enough to give them a special posi- 
tion with respect to taxation. 

The property of telephone and telegraph companies, as a rule, is 
centrally assessed if it is taxable on a property basis. Central assess- 
ment of telegraph but not of telephone property is required in Louisi- 
ana, Washington, and Wisconsin, the last-named state imposing a li- 
cense tax on telephone companies in lieu of all state and local property 
taxes. With the foregoing and a few other exceptions, telegraph and 
telephone property is centrally assessed in all states where railroad 
property is thus assessed. In Minnesota, where the gross earnings tax 
is used for railroad and similar properties, telegraph property is cen- 
trally assessed and taxed for state purposes at a rate not to exceed the 
average rate of all local and general taxes on property. The central 
assessment does not always apply to all telephone properties. Thus, in 
Kansas it does not apply to properties located entirely within one 
county. 

Public utility properties furnishing gas, electricity, or water do not 
extend across county or other boundaries as frequently as do railroad 
properties. They are, therefore, not regarded as incapable of local as- 
sessment. There is, to be sure, a large and increasing degree of con- 
centration of ownership and control. But unity of ownership and con- 
trol is unfortunately not accepted by the courts and by public opinion 
as giving rise to necessity for assessment as a unit quite as much as is 
the physical continuity of the property. Where, however, as in many 
electric or natural gas systems, such interstate or intercounty con- 
tinuity exists, the case for central assessment may well be as strong as 
for railroad property, and is quite generally recognized . 1 Moreover, 
such property is of a highly specialized character and is difficult even 
for experts to appraise accurately. 

There is a considerable variety of other property which at times is 
centrally assessed. Thus, in Kansas, other properties than those men- 

1 Cf. Report of the Minnesota Tax Commission , 1924, of the work of its engineering 
department in appraising light and power companies, chap. ix. 
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tioned, if situated in more than one county, are assessable by the tax 
commission. In Illin ois, the corporate excess of other corporations is 
assessed by the tax commission and the valuations are apportioned for 
taxation at local rates. Mines and mine improvements are often 
assessed by a state board, chiefly because of the need for expert ap- 
praisal. Nevada, in 1927, joined the list of states where the tax com- 
mission assesses mining property. Various other types of property, 
such as bridges, ferries, irrigation works, heating plants, motor vehicles, 
warehouses, must for various reasons be centrally assessed or appraised. 
The valuation of livestock-grazing in more than one county, in herds 
that cannot be counted, must be arbitrarily apportioned. In Maine, 
“wild lands” not attached to any town must be assessed by the state 
board of assessors. 

The category of centrally assessable property will doubtless continue 
to increase in amount and variety. From time to time each state, ac- 
cording to its industrial development, will find it necessary to assign 
one class of property after another for central assessment. Thus, in 
1924, the tax commission of South Dakota recommended the central 
assessment of power companies. 1 Bus lines and truck lines are passing 
under central control both for assessment and regulatory purposes. 
While the categories of public utility property and centrally assessed 
property are not identical, they are nevertheless to a large extent co- 
extensive. In general, the same forces that lead to regulation of rates 
and services also lead to central assessment. 

IV. THE ASSESSMENT PROCEDURE AND BASES 

Everywhere the railroad companies and owners of other centrally 
assessed property furnish to the assessing bodies reports of all their 
property in the state, in such form and in such detail as the state boards 
require. The boards may investigate on their own initiative and may 
demand access to the books of the companies. The extent to which 
such supplementary information can be obtained and used depends 
largely upon the character of the board and the support it is given. The 
ex officio boards, considering this task as incidental, can do little more 
than accept the reports rendered by the railroad companies. The ad- 
ministrative board that is given insufficient expert accounting and 
1 Report, ip23~24, pp. 4-7. 
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clerical help is also hampered. Only in such states as Wisconsin and 
Michigan, where the commissions have been reasonably well equipped, 
has tolerably effective assessment been achieved. 

A. UNIT VALUATION 

Broadly speaking, the entire property, or, at any rate, that part of 
it located in the state, is assessed as a unit. In a few states, the branches 
must be valued separately from the main line. In others, each main 
track or division must be valued separately. The classification is some- 
times carried further, under a requirement that each class of track must 
be appraised separately. The several classes of property, such as track, 
rolling stock, and franchise, must each be given a separate valuation. 

The analysis here required of the central body is the counterpart of 
the analysis required more or less extensively of the local assessor of 
such property as he still appraises. More accurate assessment is sought 
in both instances. But the classification of the railroad property under 
the central assessment has usually at least one other object, namely, to 
distribute the aggregate valuation among the several counties and 
towns as nearly as possible according to the value assignable to each. 
The value per mile of the main line is generally considered to be greater 
than that of branch lines. The value of each class is usually separately 
distributed among the counties and towns. 

No great opposition on the part of the courts to the proper use of 
the unit rule of valuation appears to have been encountered. Within 
its proper scope, this rule is not repugnant to the federal constitution. 
The rule appeared first in 1875 in Illinois 1 and in Missouri* in the valua- 
tion of intrastate railroad property, and was approved by the Supreme 
Court as reasonable and within the powers of the states. 3 It was ex- 
tended to cover interstate railroad property in the Kentucky Railroad 
Tax case 4 and in the Indiana Railroad Tax cases, 5 where it was held that 
the valuation of the intrastate property of an interstate railroad might 
be determined upon the basis of information concerning the total 
mileage of the road and the market value of the securities of the cor- 

1 Porter v. Railroad Co ., 76 HI. 561. 

3 State ex ret. v. Severance , 55 Mo. 378. 

3 92 U.S. 575- 

* 115 U.S. 321. 3 154 U.S. 421, and 154 U.S. 439. 
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poration. It was further extended to cover the property of interstate 
telegraph lines, 1 and, finally, also that of express companies. 3 The prop- 
erty outside the jurisdiction of the state is allowed to be considered 
only as evidence of the value of that lying within the state. The rule 
is not intended to extend the jurisdiction of any state to tax property 
it could not otherwise tax, that is, “to import property for taxation.” 

There are, however, limitations upon the unit rule of valuation. 
Evidence is admissible to show special circumstances that would make 
the rule inequitable in its operation, such as concentration of traffic or 
property in certain places, within or without the jurisdiction of the 
state. The complaining taxpayer must show that such special condi- 
tions exist. Moreover, the federal judicial sanction means merely that 
the federal constitution does not stand in the way. The state laws may 
require, permit, or forbid the use of the rule. If the state law does not 
forbid the use of the unit rule, or require other rules, the validity of 
the rule depends upon whether or not it results in importing value for 
taxation. In a recent Kentucky case 3 the United States Supreme Court 

1 W. U. Telegraph Co . v. Massachusetts , 125 U.S. 530; Massachusetts v. W. U. 
Telegraph Co., 141 U.S. 40; and W. U. Telegraph Co. v. Taggart , 163 U.S. 1. 

* Adams Express Co. v. Ohio, 165 U.S. 194. 

* The Southern Railway, a Virginia corporation, owned no tangible property in 
Kentucky, but controlled through stock holdings the Southern Railway of Ken- 
tucky. The latter railroad operated and owned 127.63 miles of line in Kentucky, 
which was connected, by means of other lines also controlled by the Southern Rail- 
way, and operated as a part of the Southern system. The Southern Railway of 
Kentucky had been assessed and had paid taxes on its tangible property, but its 
intangible property was assessed as omitted property for 1917 and 1918 to the 
Southern Railway of Virginia, a nonresident. No objection was taken to the fact 
that it was a tax on intangibles owned by a nonresident, but objection was taken to 
the method of computing the tax. The Kentucky tax commission had capitalized 
the net operating revenues of the entire system, 9,500 miles outside and 127.63 miles 
within Kentucky, and assigned a proportionate part of the capitalized value thereof 
to the mileage in Kentucky. This was held improper by the court For while the net 
operating revenues for the entire system were $3,642 per mile in 1917 and $3,623 in 
1918, the corresponding amounts for the Kentucky corporation were $878 per mile 
for 1917, a loss of $4,741 per mile in 1918, and an average annual loss per mile of 
$1,230 during the five-year period 1914-18. The average value per mile was obvi- 
ously less for Kentucky than for the rest of the system. The commission's use of the 
unit rule had resulted in taxing a property value in Kentucky, which was not there 
{Southern Railway v. Kentucky, 274 U.S. 76). 
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held that the application of the unit rule did result in such importation 
and was consequently inadmissible in the manner in which it had been 
used by the state tax commission. On the other hand, in a Minnesota 
case 1 and in a California case , 2 involving a property tax measured by 
gross earnings, the evidence did not show that the use of the unit rule 
had resulted in the importation of value for taxation. The rule must 
evidently be judged by the reasonableness of its results. 

The rule is not applicable to all types of enterprises. Railroad com- 
panies present a physical continuity and unity of the total plant, which 
would, in the absence of special circumstances, warrant assessment as 
a unit. This is also true of telegraph companies, but with express 
companies there is only a unit of use. Yet the unity of use was held, 
though by a five-to-four decision, to warrant the classification of the 
express companies with the railroad and telegraph companies for unit- 
rule valuation . 3 But mere unity of ownership of property, employed in 
the same industry, even when combined by a degree of unity of man- 
agement, is held not to warrant valuation of the aggregate property 
under the unit rule. Thus, in the case of Utah-Idaho Sugar Co. v. 
Salt Lake County , 4 where the plaintiff owned numerous plants in more 
than one state, it was held that the doctrine of the unit rule did not ap- 
ply to manufacturing corporations. The reasons for the distinction be- 
tween the express company and other taxpayers to whose property the 
unit rule of valuation is not permissible is indicated by the following 
quotation from the express case . 5 

The same party may own a manufacturing establishment in one state and 
a store in another and may make profit by operating the two, but the work of 
each is separate. The value of the factory in itself is not conditioned on that 
of the store or vice versa, nor is the value of the goods manufactured and 
sold affected thereby. The connection between them is merely accidental and 
growing out of the unity of ownership. But the property of an express com- 
pany distributed through different states is an essential condition of the busi- 
ness united in a single specific use. It constitutes but a single plant, made so 
by the very character and necessities of the business. 

1 Great Northern Railway v. Minnesota , 278 U.S. 503. 

a Pullman Co. v. Richardson , 261 U.S. 330. Cf. numerous cases there cited. 

a 165 U.S. 194. 

4 210 Pac. 106. This case does not involve centrally assessed property. 

3 165 U.S. 222. 
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Economically considered, this distinction is not well drawn. There is 
much to favor the dissenting opinion in the express case, where it was 
asked why, if the unit rule was to apply to express companies, it could 
not, with equal reason, be applied to a corporation or a partnership 
engaged in the dry goods business, or in any other business with 
branches in different states, on the theory that there was a unity of 
earnings between the agencies in all the establishments. While the 
dissenting justices would disallow the assessment of express companies 
on a unit basis, as well as that of manufacturing and mercantile cor- 
porations, there would be good reason for permitting it to operate wher- 
ever there is unity of ownership and of management. For such unity 
adds value to the enterprise that cannot readily be measured by sepa- 
rate assessment of the individual plants or parcels. It may be true 
that, if a person owns a retail shoe store in one state and a cafeteria in 
another, the value of each of these properties is independent of the 
other. But it was not true in the Utah-Idaho Sugar Company case 
that the value of one plant was not enhanced by the joint ownership 
with others, in Utah or elsewhere, so long as they were of the same kind 
and were jointly managed. Much was said in that case of the corporate 
franchise, which, as it happened, the state of Utah did not tax. But 
that value given to property by reason of joint ownership and com- 
plementary use is not peculiar to corporations. Such value can, of 
course, be taxed, in case of corporate ownership at least, where the 
corporation is domiciled in the taxing state, through the corporate ex- 
cess tax or appropriate franchise taxes. But the value cannot, appar- 
ently, be determined legally by the use of the unit rule. And if it is to 
be determined at all, it is necessary that a competent tax commission 
make the assessment. 

B, VALUATION BASES 

Perhaps the most important reason that railroad and certain other 
property is centrally assessed is that it is practically never sold in any 
market The assessor is thus left without the most reliable check, which 
he applies to other property wherever possible. Moreover, such prop- 
erty is of such a specialized nature that it cannot be valued by com- 
parison with similar property used elsewhere. Some constructive value 
must, therefore, be found to serve as the tax base. There are at least 
three quite distinct methods of obtaining the unit value; they are, 
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however, generally used in combination with each other. Each of these 
methods will now be briefly considered. The best opinion seems to be 
that no one principle or method will give satisfactory results. The 
laws seldom prescribe detailed rules and procedure for valuation, 
though they may prescribe that one or more of the three methods must 
be used. Doubtless, experience has taught that no set of rules and 
measures of value can be legally prescribed that will give reasonable 
results in all cases and will withstand attack in the courts. The assess- 
ing bodies likewise seldom show the precise methods used in arriving 
at the taxable value, though they may state the factors that influenced 
their judgment. The reticence on the part of the tax commissions 
again is doubtless due, in large measure, to the necessity of avoiding 
the mass of litigation that would follow if the precise methods of ar- 
riving at the valuations were always given in detail. 

The method of valuation to which the local assessors turned, and to 
which most laymen would first turn, is the so-called physical valuation. 
In a few states this method has been emphasized with fair success, al- 
though never used exclusively. It has been most successfully applied in 
Michigan. There, under the direction of an expert civil engineer, a 
valuation was made of all railroad property in the state. This valua- 
tion, with subsequent adjustments, including the combination with 
capitalized earnings, is still the principal basis for the property tax on 
railroads in that state . 1 A usable valuation was possible, not only be- 
cause the valuation board was given a free hand, but also because it was 
adequately supplied with funds. Wisconsin has made use of the princi- 
ple of physical valuation with equal success. 

It is possible only to indicate the general principles the engineer 
must employ in his appraisal. The original cost of the railroad property 
is no satisfactory criterion of its present value. Construction costs have 
changed; structures have become useless, worn out, or obsolete; and 
some parts of the property, such as the right-of-way, may have cost 
little or nothing originally. There were all degrees of economy or ex- 
travagance in the original construction. It would be unfair to saddle 

1 Cf. e.g., M. E. Cooley, 1 ‘Michigan Railroad Appraisal,” Publication of Michigan 
Political Science Association , TV (1901), 285-92. Also Huang, op. cit ., pp. 26-32, 
and sources there dted. Cf. also Biennial Reports of the Board of State Tax Com- 
missioner and of the Board cf State Assessors of Michigan . 



430 PROPERTY TAXATION IN THE UNITED STATES 


the present property with a heavy tax burden simply because the 
builders were extravagant and wasteful. Finally, the original costs, as 
shown by the fruitless attempts of the Interstate Commerce Commis- 
sion, are seldom obtainable. 

The basis mainly used in Michigan and Wisconsin is the replace- 
ment-new cost, with allowance for actual depreciation — what it would 
cost to replace the property less its depredation. This replacement cost 
is not a true index of the market value, which, in so far as that kind of 
property can be said to have any market value, is determined by its 
present and antidpated earning power. The earning power depends 
upon many conditions independent of the cost of construction of the 
line, such as the growth of population, industries and markets, and the 
public regulation of rates and service. It is impossible to use the cost 
of replacement as the sole measure of value. Moreover, some parts of 
the property, such as the right-of-way, can have no determinable re- 
placement value. As one of the elements in the appraisal the physical 
valuation is useful; it is generally used only as one element. 

To supplement the physical valuation, resort has been had to the 
earnings of the road. Gross earnings or gross receipts, taken by them- 
selves, do not measure the value. It is the net earnings, current and 
anticipated, that give rise to market value. Net earnings, or the differ- 
ence between gross receipts and operating expenses, is usable as one 
basis of valuation. It must be the net earnings before any deduction is 
made for the payment of interest on bonds. The valuation of railroad 
property for taxation purposes is usually determined from net earnings 
by capitalizing the latter at some specified percentage. In Georgia, 
6 per cent was specified, and that figure is common, but lower or higher 
percentages are found in other states. Since the net earnings vary 
greatly from one year to another, wide fluctuations in the resulting 
valuation are avoided, in part at least, by taking as the basis for the 
tax of a given year, not the actual net earnings for the current year, 
but an average of the net earnings for a period of years. Oregon spec- 
ifies an average of five years. Thus defined and modified, net earnings 
are not commonly used as the sole criterion of value. Even as a supple- 
mentary measure, this basis has several drawbacks. 

Net earnings are not easily determined and checked except by ex- 
pert accountants, and such aid is only grudgingly granted to the com- 
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missions; earnings for purposes of valuation must not include the 
earnings from nonoperative property locally taxed; some more or less 
arbitrary method must be adopted to segregate the net earnings of the 
operating property; there is some difficulty involved in determining, in 
the case of an interstate railroad, the share of total net earnings for the 
whole system belonging to that part of the property situated within 
the state. Many railroads have no net earnings; they have not only 
paid no dividends on their shares but have also not been in position to 
meet the entire interest payments on their bonds. An enterprise that 
paid no dividends and ofiered no prospect of doing so would have only 
a negligible market value. Under the ad valorem tax principle, on a 
net earning basis, it would pay little or no taxes. As long as it oper- 
ates as an enterprise, it should pay something to the state; for the state 
still must give service to that enterprise as well as to others that are 
paying. And some of the property could be turned to other uses at some 
value, and thus yield earnings and taxes as well. Current net earnings, 
on the other hand, do not show anticipated future earnings or deficits. 
In other words, a valuation based upon net earnings makes no allow- 
ance for the anticipated increment or possible decrement in the earning 
power of the road. The valuation of a farm, or other ordinary property 
with which the assessor is familiar, will include an allowance for antici- 
pated changes, which are capitalized and made a part of the current 
valuation. There may be doubt as to whether the future increase 
ought to be taxed that way; but such taxation is contemplated under 
the ad valorem principle; and presumably the rule ought to operate 
equally for all types of property. 

A third method of valuing a railroad as a unit is to take the combined 
market value of the bonds and stocks as the aggregate value of all the 
property of the railroad company. The reason for taking both classes 
of securities is obvious. The property of any corporate enterprise is 
represented by both the shares and the bonds. The bondholders have 
by far the most important equities in many roads. This method of 
valuing railroad property has several advantages. The market value 
of the stocks and bonds represents the market value of the railroads in 
the only sense in which property of that kind can be said to have any 
market value; the market value thus obtained includes the capitaliza- 
tion of the expected earning power of the property; the buyers and 
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sellers have the best possible reason for mating accurate estimates of 
the value of the property; it is extremely improbable that the assessing 
board can excel the opinion of the holders of or the dealers in the se- 
curities. 

This method has also certain disadvantages, important enough to 
preclude its use as the sole basis of valuation. The securities of many 
railroad companies are not active in the market, some never being sold, 
others being sold bint rarely; frequently the price is not divulged to the 
public. The prices paid and quoted, especially for the shares, are not 
always reliable as a measure of value. They are often the result of 
stock market manipulation. The securities, even more inevitably than 
the earnings, represent the enterprise as a whole, and their use necessi- 
tates segregation for taxation of that part of the value not locally as- 
sessed and taxed. 


V. APPORTIONMENT 

Once the value taxable in each state is determined, two courses are 
available. The state can either tax the property for its own use or ap- 
portion it on some basis for taxation by the local taxing districts. If the 
state does not choose to tax the property itself, it is not only necessary 
to determine the share of the total valuation that shall be taxable in 
each of the states traversed by a railroad, but also, within the state, 
what part of that property value shall be taxable in each of the coun- 
ties and townships traversed by the road. While there is no valid ob- 
jection to having the railroad property centrally assessed, there are, 
in nearly all the states, effective objections to having it centrally 
taxed. 

Nevertheless several states retain the taxes on some of the centrally 
assessed properties. The best developed system of that sort is found in 
Wisconsin. It merits consideration, because it possesses possibilities 
for the adjustment of state and local revenues upon a basis related to 
the respective fiscal needs and to the nature of the different types of 
centrally assessed property. Upon all centrally assessed property, taxes 
are levied by the state at the average state rate — the quotient of all 
property taxes divided by the total valuation. The state retains all of 
the taxes upon sleeping-car companies, freight line and equipment com- 
panies, express companies, and telegraph companies. It also retains 
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all of the tax on operating steam railway companies, except that the 
tax on terminal properties goes to the respective cities, villages, and 
towns. Of the tax on street railways and heat and power companies 
operated in connection therewith, the state retains 15 per cent, while 
20 per cent goes to the counties, and 65 per cent to the cities, villages, 
and towns, except that the school districts occasionally share therein. 
The same apportionment is used for taxes on water, light, heat, and 
power companies, and for other enterprises of minor importance. Upon 
telephone companies there is a tax measured by gross receipts at gradu- 
ated rates from 2.5 per cent to 5 per cent, with a minimum of five cents 
per instrument. Of this tax the state takes 100 per cent of the toll-line 
and 15 per cent of the exchange receipts, the balance of the latter going 
to the cities, villages and towns. The taxes on the telephone companies 
particularly illustrate the effort to divide the revenue according to the 
nature of the activities in which the property is used. 

Michigan also applies the average state rate to all centrally assessed 
property, and divides the entire revenue among the primary schools of 
the state on the basis of school population. The Michigan system is 
not nearly as flexible as that of Wisconsin. Minnesota, in addition to 
retaining for state purposes the gross receipts taxes, also retains the 
property tax on telegraph companies, which are not subject to the 
gross receipts tax. In the states where a corporate excess tax is levied 
upon the intangible (franchise) property value of domestic corpora- 
tions, there is no division Of the revenue with the local units. In Kansas 
and Illinois this tax is levied at the average state rate. There are other 
instances in which the state retains certain property taxes in full. 

The part of the total value of any railroad system that is taxable 
within any one state is, within the limits of the federal constitution, 
determined by that state itself. The state must base its claim for taxes 
from a railroad on a reasonable principle. It must also adopt a reason- 
able principle for the apportionment of the taxes from a railroad among 
the numerous units which the road traverses. The mileage of the main 
track has been accepted as the most common apportionment basis. 
Most states provide that the part of the valuation taxable in each local 
unit shall be such a proportion of the total valuation as the mileage 
of main track in the locality is of the total mileage in the state. This 
basis of apportionment, which has been repeatedly sanctioned by the 
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courts , 1 favors the more thinly populated states and regions at the ex- 
pense of those more densely populated. Only a few states, however, 
make use of any other basis. 

New Hampshire collects the entire tax on railroad property and dis- 
tributes the proceeds as follows: one-fourth among the towns in pro- 
portion to the property of the road there located; and the remaining 
three-fourths among the towns according to the number of shares 
owned in the respective towns after the state has retained the amounts 
that would go outside of the state on account of shares held there. If 
shares are owned in a town but not listed there for taxation, the town 
presumably loses a proportionate part of the apportioned revenue. This 
provides an incentive to the assessor; for the more shares that are re- 
turned for taxation, the greater will be the town’s share of the appor- 
tionment. 

A few states assign certain railroad property directly for local as- 
sessment and taxation. This applies especially to some of the terminals, 
tracks, and other property in cities. Places where this type of property 
is concentrated retain the right to tax it for their own use, instead of 
having the value distributed throughout the state on a mileage basis. 
More commonly the state apportions the entire centrally assessed 
property among the local divisions in proportion to some factor, 
usually the mileage in each division. The property apportioned is 
certified to the county official, and is usually taxed at the local rate in 
the same way as locally assessed property. 

VI. EFFECTIVENESS OF CENTRAL ASSESSMENT 

At least two tests may be employed to answer the question whether 
the central assessment has been effective. Both are comparative. We 
may compare the assessments of the state agencies with those of the 
local agencies which they superseded. Measured by that test, central 
assessment can be given unqualified approval. In New York, where 

1 Obviously, if valuation of the property as a unit is sanctioned by the courts, 
they must necessarily sanction some rule of apportionment. In the State Railroad 
cases of 1875 the court said: “It may well be doubted whether any better mode of 
dete rminin g the value of that part of the tract within any one county has been de- 
vised than to ascertain the value of the whole road and apportion the value within 
the county by its relative length to the whole” (92 IJ.S. 608). 
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there is of all places perhaps the greatest need for central assessment of 
railroad property, the local assessment was reported by the Special 
Joint Committee on Taxation and Retrenchment to be thoroughly un- 
satisfactory: 

The local assessor is not in a position to know the value of the entire 
railroad system, and to assign to his district the proportionate values in- 
volved. In one case a local assessor is reported as neglecting a tunnel entirely 
because as he said: “I never could see how a hole in the ground was worth 
anything.” An examination of the methods of assessing railroad property in 
other states shows the same difficulties have been encountered in every state. 
Piecemeal assessment by local assessors is an absolute failure. 1 

Evidence supporting the conclusion of the New York commission is 
st riking ly clear if we compare the results that followed the shift from 
the local to some central state agency in all the states where such a 
shift has been made. Lutz 2 has presented the results of these shifts. 
Thus in Illinois, when the state board of equalization superseded the 
local assessors, the assessment of steam railroad property was raised 
from $25,568,489 in 1872 to $133,520,633 in 1873.* This gain was not 
maintained, however, and the ex officio board proved itself not much 
more capable than the local assessors. In Indiana, when the state 
board of tax commissioners supplanted the ex officio state board of 
equalization, the assessment rose from $66,200,000 in 1890 to $161,- 
000,000 in 18924 and has been well maintained since. In West Virginia, 
likewise, when the tax commissioner took over the assessment from the 
ex officio board of public works, the valuation rose from $28,800,000 in 
1904 to $166,400,000 in 1906 ; s this has been similarly maintained since. 
In Ohio, in 1862, the county auditors of counties traversed by any one 
railroad system of the state were constituted the assessment board for 
that system; this arrangement lasted until 1910, when the tax commis- 
sion assumed charge of the assessments. Some of the railroads appear 
to have made the occasion for the assessment one of junketing and 
celebration at its expense for the assessing auditors. To what extent 
the assessment was influenced by such hospitality cannot be stated. 


1 Report, IQ21, Legislative Document No. 57, pp. 48, 49* 

* Lutz, The State Tax Commission . * Ibid., p. 168. 

* Ibid., p. 73. s Hid.i p, 336. 
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But, although the records are not clear as to the railroad assessments 
for the years prior to 1910, the valuation was increased by more than 
100 per cent. 1 The ex officio state board of equalization had fallen into 
the habit of accepting the assessments as made by the county auditors. 2 
In Wisconsin, where the railroads had been subject to a gross receipts 
tax prior to 1903, and, on the average, had been better taxed than else- 
where, the taxes on steam railroads rose from $1,499,881.58 in 1903 to 
$2,700,237.56 and have been steadily increasing since then, as have 
taxes on other property. 3 In most of the states, the data showing the 
assessments of railroad property by the local assessors are not always 
readily available or easy of exact interpretation; but the evidence indi- 
cates that the conditions shown for the few selected states above were 
general if not universal. Clearly, in comparison with the work of local 
assessors, the work of the central assessment agencies has been uni- 
formly superior. 

For the second and severer test, as to whether centrally assessed 
property is taxed on a parity of assessment ratios with the locally as- 
sessed property, the evidence is not so clear, and is more difficult to 
obtain. It is not difficult to show that, on the whole, railroad property 
has been assessed at a lower ratio than the value which the companies 
have claimed and have been assigned for rate-making purposes. The 
interests of the railroads dictate a low valuation for taxation purposes 
and a high valuation for rate-making purposes.* In view of the prevail- 
ing underassessment of other property, and for other reasons, 5 it is not 
to be expected that the assessed value of the railroads should equal 
their valuation for rate-making purposes. 

Whether the assessment ratio for centrally assessed property, in 
general, is on a parity with other property, is made more uncertain by 
the reticence of the central assessing bodies in disclosing the data on 
the basis of which the factors employed are computed, the weight given 

1 Bogart, Financial History of Ohio , pp. 317-29. 

3 Ibid., p. 255. 

3 R. V. Phelan, The Financial History of Wisconsin , pp. 373-413. 

4 Cf. J. C. Bonbright, “May the Same Property Have Different Values for Dif- 
ferent Purposes?” Proceedings , XX (1927), 279-89. 

5 Cf. G. G. Tunnel, “Value for Taxation and Rate-making,” Journal of Political 
Economy , XXXV (1927), 1-38; also same author, Proceedings , XX (1927), 263-77. 
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to each factor, and the method by which the appraisals are made. The 
value of a regulated industry, and most centrally assessed property is 
owned by public utility corporations subject to rate regulation, is ex- 
tremely difficult to define, even for taxation purposes. It is to be borne 
in mind also that such property is in a peculiar position in that the 
corporate owners thereof must furnish information for valuation pur- 
poses, such as few other enterprises, excluding commercial banks, must 
furnish. Again, centrally assessed property can perhaps not participate 
ratably in certain localities in the prevailing tax delinquency. On the 
other hand, it must be remembered that the railroads have been , the 
most successful enterprises, again barring commercial banks during the 
past decade, in conducting successful litigation for tax relief. 1 Whether 
the fact that the railroads have been able to prove excessive assessment 
ratios for their own property rather frequently, in comparison with the 
assessment ratio of other property, and thus obtain tax relief under the 
uniformity rule, is due to the fact that they have secured elaborate evi- 
dence in the form of sales records and in other forms, or is due to the 
fact that they really had good cases — were really overassessed — cannot 
be determined with assurance. 

There are not wanting some who, while not always alleging over- 
assessment for centrally assessed property, profess to see in the prevail- 
ing assessment procedure, if not actual, at least potential discrimina- 
tion against such property. It will be remembered that the general 
procedure is for the administrative tax commission to assess railroad 
and certain other property, and afterward to equalize this property 
with the locally assessed and locally equalized property. The commis- 
sion in such case is both administrator and judge of its own work. The 
Joint Legislative Revenue Committee of Illinois of 1929 made the fol- 
lowing observation and recommendation respecting the procedure in 
Illinois; this applies equally well to several other states: 2 

There is no provision in the law which contemplates an independent, im- 
partial or semi-impartial hearing of complaints upon assessments made by 
the commission. The commission acts in the capacity of prosecutor and 
judge. The assessment organization established by law in the various coun- 

1 Cf. Mobile and Ohio Railroad v. Schnipper el al ., 31 Fed. (2d) 587, and cases 
there dted. 

a Report , rpap, pp. 89-90. 
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ties, and particularly Cook county, goes to one extreme in providing a re- 
viewing agency completely independent of the assessing agency. The State 
Tax Commission, as now constituted, represents the other extreme. 

The committee would pattern the Illinois procedure upon that of the 
federal income tax— the Commissioner of Internal Revenue being the 
administrative officer, and the board of tax appeal the quasi-judicial 
body to give hearings to aggrieved taxpayers. It would have the Illi- 
nois commission divested of all its administrative duties and consti- 
tuted a quasi-judicial body solely to hear and settle disputes. It would 
have a single administrative tax commissioner perform the assessment 
of railroad and other property requiring central assessment. Such an 
arrangement would resemble the present arrangement in North Da- 
kota, Nebraska, North Carolina, and, to a slighter degree, in California. 
It is doubtful if such an arrangement is preferable to the present Illi- 
nois organization, which resembles that of Minnesota, Wisconsin, and 
Kansas. Experience would seem to dictate that the reviewing board 
should have no ex officio members. 



CHAPTER XVHI 


POSSIBILITIES FOR IMPROVED ASSESSMENTS 

The assessing and equalizing agencies have been criticized for their 
failure to achieve complete listing and uniform assessment ratios. They 
deserve all the adverse criticism they have received, and it is not now 
intended to exonerate them from their faults. Yet it must be realized 
that theirs is a task in which perfection is impossible. A complete list- 
ing is conceivably though not practically possible; but a perfect valua- 
tion is not even conceivable because the test of perfection, market 
value, cash value, or whatever other value may be prescribed, is neces- 
sarily indefinite. 

It is less appropriate, therefore, to rail against faulty assessments 
than to consider possibilities for improvement that have been and may 
be adopted. There is no thought of producing here an assessment 
manual, or even of giving detailed instructions for assessors and boards 
of review and equalization.- Moreover, the list of possible improve- 
ments here given is not complete, but covers only some typical cases 
developed through experiment and analysis. 

I. DIFFICULTIES OF ASSESSMENT 

With the passing of time the assessor’s task has become progressively 
more difficult. The diversification of both real and personal property, 
and the complexity of economic organization, on the one hand, and the 
inertia of democratic government, on the other, have left a constantly 
widening disparity between assessment practices and the requisites for 
acceptable assessment. The situation calls for radical changes in both 
personnel and practices. The desirable changes in personnel and organ- 
ization have been discussed. 

So far as practices, methods, and equipment are concerned, the 
outstanding difficulty, more and more apparent as time goes by, is 
the absence, for large portions of increasingly numerous and im- 
portant classes of property, of adequate market values. If there 


439 



440 PROPERTY TAXATION IN THE UNITED STATES 


are no sales, there can be no market price. And if there is no 
market price, a substitute must be found. Railroad and other cen- 
trally assessed property is rarely sold, as shown in chapter xvii, supra. 
That is one reason, perhaps the chief one, why central assessment is 
necessary. But scarcity of bona fide sales is not peculiar to railroads. 
Mr. W. F. Connelly, tax commissioner of Bridgeport, Connecticut, in 
a paper read before the Twentieth Conference of the National Tax 
Association at Toronto, Canada, said: 1 

Sales of industrial and commercial properties are comparatively rare. 
When industrial property is sold, the selling price is usually influenced by 
factors which have no bearing upon the physical value of the property. If 
the concern is prosperous it seldom wishes to sell; if it does sell, the price in- 
cludes capitalization of profits or good will, which is hard to segregate. If a 
concern is bankrupt it (rarely) has a buyer who will give a fair price. Such 
sales are usually far below a fair price. And even if this kind of property did 
sell at a fair price, each parcel is usually so different, that prices established 
through the process of comparison would be extremely unreliable. 

Mr. Connelly spoke shortly after engaging in a revaluation of 
Bridgeport, a city containing “almost any type of property, ocean 
frontage, harbor and river frontage, city lots and farms, factories, 
apartments, offices, hotels, and all classes of dwellings.” While of 
ordinary residences there might be enough sales to develop a “basic 
value,” there were not enough sales to do so for commercial and indus- 
trial property, hotels, and water frontages. Yet a taxable value had 
to be ascertained. Such a value Mr. Connelly calls “constructive mar- 
ket value,” and that appears to be exactly what any substitute for 
actual sales value must be, no matter what the procedure used in de- 
riving it. 

A similar statement was made by Mr. W. W. Burnham, at the Con- 
ference of 1923 : 9 

I could show you in the City of Providence, the principal shopkeeping 
district, where the most valuable property in the city is located, this quite 
astonishing fact: There have been two sales of property in a section of West- 
minster Street six blocks long, in twenty-eight years; and I submit that if it 
were only possible to fix full fair cash value, or value, or whatever you are 
pleased to term it, upon market sales, you would not have the element there 

1 Proceedings , XX (1927), 296. * Proceedings, XV I (1923), 98. 
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upon which to determine the value. So we resort to the same methods that 
all assessors do everywhere, as far as my knowledge extends; that is, we con- 
sider the dement of gross rental, in the case of improved property, of re- 
placement value; we consider the valuation placed upon the property by the 
owner of it for the purpose of obtaining insurance and for determining fire 
damage, under the very careful and sometimes violent supervision of the 
paid insurance appraiser; in other words, we use common sense, which I be- 
lieve is the greatest dement and factor in the assessment of taxes that can be 
invoked. 

As yet no careful comprehensive study has produced a measure of 
the extent to which sales data, showing bona fide considerations paid 
for specific properties, fail to furnish an adequate basic value, from 
which, by comparison, like kinds of property can be fairly appraised. 
It is common knowledge, however, that for certain standard or stand- 
ardized commodities, such as farm products, livestock, merchandise, 
ordinary dwellings, the market value as of the time of the assessment 
can be deduced with fair accuracy, provided the assessor is adequately 
trained and equipped. It is equally well known that for certain other 
classes of property, the market value does not exist. The notable eco- 
nomic changes of the past half-century have increased and are still in- 
creasing that part of taxable property for which sales records are un- 
satisfactory as a basis for taxable value. As one result, the past few 
decades have seen the origin and development of a new form of func- 
tional business enterprise, the appraisal company, whose activities 
consist in appraising properties for sale, reorganization, bankruptcy 
proceedings, property divisions, and for other purposes, even for the 
ordinary, recurrent determination of earnings and assets. The changes 
that have warranted appraisals in the ordinary exigencies of business 
are equally significant for the assessment of property for taxation, even 
though the relatively inert tax laws governing tax bases and assessment 
procedure tardily recognize the changes. 

These changes are manifold and of sundry origins. Economic life 
is less personal and intimate. The corporate form of organization and 
the magnitude and far-flung scope of business enterprises, whether sub- 
ject to public regulation or not, have made it impossible for assessors to 
know the value of local properties. Newer and much more complex 
forms of construction have appeared. Divisions of equities, long 



442 PROPERTY TAXATION IN THE UNITED STATES 


rentals, and combinations of rentals and sales have made many of the 
infrequent sales transactions worthless as indicators of value for many 
forms of property. Changes in use of properties of whole regions of a 
city or a state are difficult to measure, except by careful scientific and 
statistical indexes. Epidemics of alternating business booms and de- 
pressions, of unequal severity for different regions and for different 
types of property, have rendered such sales data as are recorded, and 
can be secured, of increasingly doubtful validity as a fair basis for tax 
apportionment. 

The tax laws controlling the assessor have not freely recognized 
these changes. We have seen how tardily the state tax laws arrived at 
the stage where railroad and certain other property was assigned for 
assessment to an administrative state board of assessors. The equally 
necessary changes in the assessment procedure for other property, per- 
haps not requiring centralized assessment, but still requiring suitable 
and special methods of appraisal, are conspicuously absent or have been 
adopted only after protracted attempts at taxation on a uniform value 
and assessment by uniform methods. The assessment of commercial 
banks, already described, permitting effective assessment of bank 
stock, and resulting in unfair discrimination against the banks because 
the same effective method was not applied to other corporate intangi- 
bles, was forced upon the states, and is now facing elimination. The 
taxation of savings bank deposits to the banks in New England and of 
general bank deposits to the banks in Kentucky, a species of taxation 
at the source, has not found general application, perhaps because it has 
been effective, and because such effectiveness for only one class of in- 
tangibles may create discrimination. The low-rate taxes on intangi- 
bles, the most conspicuous feature of the classified property tax, had to 
overcome tremendous inertia and opposition, and is now threatened in 
the conflict of bank taxation. Elsewhere adjustments have been made 
as matters of sheer administrative necessity. They have usually only 
extended to the separate assessment, or the separate listing of different 
classes of property, A brief rehearsal of these isolated cases of adapta- 
tion shows how few and limited they have been and how inadequately 
they meet the requirements for the assessment of properly, for the es- 
tablishment of whose basic value there are no adequate, sales records. 
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II. ANALYSIS AND STANDARDIZATION 

There has developed some degree of analysis and classification of tax- 
able parcels of property. It is correctly believed that by compelling the 
assessor to enter and value each item of property separately a better 
assessment is secured. Every classification grows out of a felt necessity; 
but, in some cases, analysis has been forced upon tax officials because, 
without it, they could not make the required assessment. 

It is usual to find separate assessments of real and personal property. 
Thus, in Ohio, the county auditor, at intervals of several years, assesses 
real property, but personal property is assessed annually by assessors 
in each city, ward, village, or township. 1 The Virginia system is sim- 
ilarly differentiated. For the quinquennial assessment of land, as- 
sessors are appointed by the local court. The annual “land list,” in- 
cluding corrections for extension or depreciations of real property, is 
taken by the commissioners of revenue, elected for four-year terms, 
who also annually assess personal property. It is generally true, espe- 
cially in states with the local assessment unit, that the county exer- 
cises a greater degree of control over real than over personal property. 

Separate assessments are necessitated by the diffusion of property 
rights. For example, standing timber, owned by a person other than 
the owner of the land, is in most states taxable to the owner. More 
common is' the case of buildings owned separately from the land. Such 
division of ownership requires separate assessment of what would 
otherwise be regarded as a unit of property. Separate assessment may 
result from partial exemption ; of one unit of property one part may be 
taxableund the other exempt. Such partial exemption may come about 
in various ways. Where a part of the property is still in the fee of the 
United States, this part is not taxable as realty by the state. The inter- 
est of the owner, e.g., of timber, minerals, buildings, or other improve- 
ments, then requires separate assessment, if it is taxed as property. 
Nonpatented mines may be of this sort, in that only the improvements 
can be taxed as personal property. So also are leaseholds of oyster 
beds, where the title is still in the state. 

Equally important are the cases in which the state purposely ex- 
empts certain improvements for the purpose of improving industry. 

1 This refers to the Ohio system prior to the changes made in 1931. 
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Irrigation works are occasionally exempt, either permanently or for a 
period of years. Here the land must be assessed separately. In Cali- 
fornia, lands are assessed in parcels not exceeding 640 acres, and tracts 
(of land) tha t have been surveyed are assessed by sections or fractions 
of sections; this provision is probably intended to overcome the tend- 
ency to overvalue the smaller parcels. Occasional provisions in other 
states have s imilar objects. Much more common is the general re- 
quirement that land and the improvements on it shall be assessed 
separately, 1 The greatest need for this separation of the two parts of 
realty exists in cities, where both the buildings and their sites are very 
valuable. 

Classification of personalty is difficult because of the great number 
and variety of forms. It is partly because of poor classification that 
personalty is so ineffectively assessed; administrative necessity, how- 
ever, has imposed some degree of classification. Such groupings as 
livestock, carriages, household goods, growing crops, machinery, and 
merchants' and manufacturers' stock were necessary from the first. 
Within each of these classes, further classification has been found neces- 
sary. It will hardly do to class sheep and horses together. In certain 
other groups further classification is indispensable. The variations 
within, say, each species of livestock are sometimes so wide as to make 
necessary still further analysis. So it is common to distinguish, for 
instance, among horses, according to age, quite often not counting 
those of less than six months, but seldom recognizing any differences 
after the animals have reached maturity. The same practice is fol- 
lowed with other species of livestock. 

The danger in making a detailed classification is that the classes be- 
come so numerous that they become unmanageable. Yet too little de- 
tail will mislead both the assessors and the boards of review. If the 
horses, say, of a given county are poor in quality, and are correctly 
assessed below the average value for the state, this fact will at once 
become an excuse for the assessors in every other county to reduce the 
assessed value of horses. And in such instances the state board of equal- 
ization is seldom in a good position to make proper adjustments. 

Where such danger is not outstanding, the standardization of prop- 

1 For example, Arkansas, California, Idaho, Minnesota, Montana, New Jersey, 
Utah, and Wisconsin. 
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erty is sometimes attempted, so as to assess individual items at the 
same value. The assessor need then only ascertain the number of items, 
and multiply that number by the agreed value. If there is but little 
variation among the separate items of a class of property, or if the indi- 
vidual taxpayers own large amounts of such property, so that the indi- 
vidual differences are lost in the mass, standardization is desirable, be- 
cause it reduces the assessment to two clerical operations; but in pro- 
portion as the items in the class lack uniformity, it results in discrimina- 
tion. 

Two types of standardization may be distinguished. One comes 
about without sanction of the law, and often in express violation of it; 
the other is in compliance with the law. Unofficial or illegal standard- 
ization occurs when the assessors of a taxing district agree either openly 
or tacitly on a certain level of valuation — often a specific sum per item. 
The sum agreed upon is regarded as an average price, and at or near 
that figure all the items in that class will be valued — a set sum for each 
horse, a fraction for each cow, and a smaller fraction thereof for each 
sheep or pig, and so on. This practice seems to have flourished in con- 
nection with the annual county meetings of the township assessors. At 
any rate, it has been disclosed as being particularly well developed in 
Kansas and Minnesota, in both of which states the local assessors held 
meetings preparatory to making the assessment. These meetings be- 
came schools for the local assessors, in which, to the inequalities re- 
sulting from the ordinary failings of the assessor, they now added 
organized violation of the uniformity rule. 1 The tax commission of 

1 Thus in Dickinson County, Kansas, the following schedule was adopted (quoted 


in part only) : 

“Horses, 6 months old and under r year $5-10 

Horses, 1 year old and under 2 years 5-15 

Horses, 2 years old and under 3 years 10-25 

Horses, 3 years old and over 5-40 

Sheep, 6 months old and over 2.50 

Hogs, per cwt 2.50 

Wheat, per bushel 4oc-6oc 

Com, per bushel 12c 


“On motion it was voted to deduct the constitutional exemption ($200) from the 
full value of personal property and to divide the remainder by 3. 

“On motion, real estate to be assessed at one-third of actual value” {Thirteenth 
Report of Bureau of Labor (1897), pp. 6, 60 ff.). 
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Minnesota reports, for 1908, 1910, 1912, the tables of assessment ratios 
or specific s ums agreed upon in the counties. 1 Thereafter the tables dis- 
appeared, perhaps because the practice has largely disappeared under 
the vigorous attack by the co mmis sion, and perhaps because the atten- 
tion of the assessors was directed to the then novel experience of the 
elaborate classified property tax. In both states the a n nu al schools 
continue, but the agreements are no longer openly made. In these two 
states the practice, given publicity, has since been eliminated because 
a period of bad local assessment was followed by a period of vigorous 
state supervision. That the practice has obtained in other states, there 
can be no doubt. 2 But, unless the agreements are formally made, there 
is no record to show that they existed, and the student is not likely to 
discover them. On the other hand, it is possible to exaggerate the 
effectiveness of such agreements. If the assessors would not obey the 
law, it is probable that they would not always obey the agreement. 3 

In states with local assessors, the agreement may be made openly at 
an annual meeting at the county seat, where a regular schedule is 
adopted; in others, each assessor tacitly follows his own judgment, 
with an eye to what the others are doing. Where the unofficial schedule 
provides a value less than the legally required value, as it is bound to 
be in most instances, it amounts to a violation of law. The attitude of 
the tax commissions is, therefore, predetermined; they must oppose it. 
The attitude of the Minnesota tax commission, which is fairly typical 
of the attitude of tax commissions in general, may be indicated by the 
instructions given to the local assessors in the 1920 Assessor’s Manual: 

Question. Is an agreement between assessors as to the basis of valuation 
for any class of items of real or personal property valid? 

Answer. All assessors’ agreements and compacts to assess property in any 

x Pp. 64-70, 442-49, 746-52, respectively. 

3 From personal experience the writer can say that it prevailed in South Dakota 
twenty-five years ago. 

3 The following is suggestive of that fact: “The writer attended the meeting of 
one board, where assessors openly stated that they would not pledge themselves to 
assess at any fixed ratio, as they knew that some of the assessors present would assess 
it (sic) at a less ratio than that which was adopted, whatever that might be. Har- 
mony was finally obtained by the passage of a resolution to assess at the usual ratio, 
and a general laugh followed the inquiry by one innocent member as to what that 
ratio was. No one seemed able to answer” (Kansas Bureau of Labor, op. cit ., p. 76). 
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other way or on any other basis than that provided by law are illegal and 
absolutely void. 

Question. Is it legal for an assessor to determine the average value of each 
class of livestock in his district and apply this average to each animal found? 

Answer. No, this practice is in direct violation of law. The assessor is 
required to separately determine the value of each animal . 

While in general the standardization is illegal, occasionally it is re- 
quired by law. It is frequently provided that certain property must 
not be assessed below a specified figure per unit. Nevada requires that 
patented lands and lands held under any state land contract are to be 
assessed at not less than $1.25 per acre. New Mexico requires the state 
board of equalization to determine the minimum value of all property. 

In a few states a uniform value is fixed by the state board of equali- 
zation, or by some other administrative body. Wyoming requires that 
the state board of equalization shall fix a uniform value per head of all 
cattle. Somewhat similar is the Arizona provision requiring the as- 
sessor to value all lands within an irrigation district at the same value 
per acre. New Mexico also provides for uniformity of the assessment 
basis for livestock, but introduces the principle of graduation, or classi- 
fication, according to location. The state is divided into three zones on 
the basis of distance from markets, and uniform value per head is re- 
quired within each zone. 1 An even more elaborate scheme of standard- 
ization is suggested for Arizona. 2 

The requirements of uniformity given above'indicate adaptation to 
local peculiarities. Of herds of cattle on the range, to value each head 
separately either is impossible or would cost too much. The value per 
head is low, and the cost of assessment must be kept low. Then too, 
such cattle in a given section are usually fairly uniform in quality. 

An attempt to employ the early colonial system of specific valuation 
on land has recently been made in North Dakota, with important 
modifications. The county commissioners are required, upon petition 
of 50 per cent of the resident freeholders of acreage property in a coun- 
ty, to have compiled a classification of all acre property within the 
county, subject to the approval of the tax commissioner. 

* J. E. Saint, “Tax Problems in New Mexico,” Proceedings, XIII (1920), 331-41- 

3 Charles R. Howe, “Assessment and Taxation of Live Stock on the Open 
Range,” Proceedings , Xm (1920), 347-51. 
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The method of classifying is required to be uniform throughout the State 
and based upon all true elements of value including proximity to market, 
topography of the land, percentage tillable, composition, nature, and fer- 
tility of soil. Land is classified in units of 40 acres each into 40 classes ranging 
from land scheduled at $190 to 200 per acre value to that scheduled at $1.00 
to $2.50 per acre. After final approval of such classification, assessors, su- 
pervisors, and local boards of review are required to use same as a basis of 
value of acre property. 1 

It is not yet known what the results of this cadastral system have 
been. A similar provision exists in Montana, except that the law is 
mandatory upon county commissioners. 2 The same principle has been 
applied in Utah in connection with the valuation of coal lands. 3 It is 
not probable that the principle of standardization can be extensively 
applied in other states; but, where applicable, it makes for economy 
in the assessment, and for certainty on the part of the taxpayer as to 
the amount of his tax. 

There is, however, an important difference in principle involved. 
The general property tax is an ad valorem tax. If a uniform valuation 
is used, the tax becomes a specific tax; it is no longer a specified amount 
on each dollar’s worth of property, but a specified amount on each unit 
of property. 


m. SCIENTIFIC APPRAISALS 

It will be noticed that the changes in assessment laws and procedure, 
in so far as they are good, are relatively insignificant. They do not 
begin to touch the problems of the assessment of property that is diffi- 
cult to assess. To make possible the adequate assessment of property 
for which there is no market and of which sales are so few and unrepre- 
sentative as to furnish no criterion for a basic value, a much more revo- 
lutionary remedy is required. It will be necessary to develop and to se- 
cure constitutional, statutory, and judicial sanction for some other 
value than market value, a constructive market value perhaps, to take 
the place of the contemporary expert guesses as to market value which 
prevail largely because there is no actual market value against which 

1 Digest of State Tax Laws , p: 335. 3 Ibid., p. 243. 

3 William Peterson, “Appraisement and Assessment of Coal Lands,” Proceedings , 
Xm (1920), 399-405. 
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they can be checked. It will also be necessary to employ technicians of 
various sorts, such as economists, statisticians, accountants, engineers, 
and tax administrators, to develop a technique of the constructive 
market value. 

As a matter of fact, some progress has been made, not only toward 
obtaining legal sanction for the constructive market value, but also 
toward development of administrative methods by which such con- 
structive market value may be arrived at for assessment purposes. The 
courts have been driven to accept constructive value for railroads and 
other public utility properties. They have likewise been driven to ac- 
cept it, in part, for taxation purposes for such property as is centrally 
assessed. The assessed values now arrived at by administrative tax 
commissions are not market values; they are constructive market 
values, analogous to those that must be sought for all such property as 
cannot be assessed on the basis of market value. The courts have also 
sanctioned the constructive market value where the corporate excess, 
the total value of a corporation in excess of its physical property, is 
taxed. We cannot be so sure that they have sanctioned it as fully for 
such nonutility property as factories, office buildings, hotels, and mer- 
cantile places of business. The technicians have also made progress. 
Constructive market value is in fact the tax base for much real prop- 
erty in many cities. Inasmuch as the courts or the legislatures cannot 
be expected to go much farther in sanctioning constructive market 
value until technicians have demonstrated its possibilities as a fair 
tax base, we shall now point out what these administrative methods are 
and what is required in order that they may succeed. 

It is well to bear in mind that constructive market ^alue need not 
be a perfect basis to be justified in preference to the market value, now 
supposedly used, for some classes of property. For market value is 
never a perfect basis. Those opposed to the use of sales value as a 
check upon assessed valuation argue correctly that the sales prices are 
not always representative. However, the u3e of sales records as a test 
is not thereby precluded, so long as they do not show bias, but merely 
chance variations. If we had a perfect normal basis, reflecting ideally 
fair value, it is certain that the deviation of individual actual sales 
prices from the ideal base would be appreciable. Even with a class of 
property most easily assessed on the market value basis, it is possible 
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that a valuation on the ideal basis might be successfully contested in 
court by incontrovertible evidence of an actual sale at an abnormally 
low level. All that is necessary to justify constructive market value is 
that it shall be no worse than market value. For certain classes, for 
which there is no market value, it could not possibly be worse. 

A constructive market value, defined in terms of its genesis, is one 
constructed synthetically by taking all the factors affecting value into 
account so that it shall approximate as closely as possible what the 
market value would be could one be ascertained. So long as the legal 
basis is market value, the constructive or synthetic value must be 
constructive market value. It may be that some time in the future we 
shall dispense with market value. In other countries, other bases, most 
of them constructive or synthetic, have been used, being more often 
related to earning than to capital or market value, chiefly because the 
market value has not been ascertainable. How long we shall cling to 
market value as a test will doubtless depend, among other things, upon 
the continued availability of market values, as shown in actual bona 
fide sales. But all that is at present speculative. 

Inasmuch as the factors that affect the value of property vary 
greatly according to the character of the property, different formulas 
must be set up for each major type of property. Here again, because of 
basic differences in nature, the primary distinction is drawn between 
land, improvements, and movables. Land and improvements are here 
treated separately, as they are usually in practice — by law in some 
states — assessed separately. 1 


A. LAND 

Since bare land, as such, has no cost of production, that factor, 
which is basic in the appraisal of improvements, has only a limited 
place in a scientific formula for the appraisal of land. The best that can 
be done is to measure statistically what influence the various character- 
istics of land have upon its value, as indicated by actual sales value. 
For urban and suburban land, location is obviously the most important 
characteristic; for agricultural land, fertility may be more important. 
Once the relative weight of each factor is ascertained for a taxing dis- 

1 Though there are appraisal formulas for such property as merchandise and 
manufacturers’ goods, they will not be discussed here, reference being made to the 
discussion of the taxation of circulating capital in chap, ix, supra. 
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trict or a region thereof, the factors can be applied to a typical parcel of 
property, to establish a basic value; and variations in the several fac- 
tors for any other property can be used to “forecast” the value for that 
particular parcel. It is possible, once the data are ascertained, to cal- 
culate, by means of multiple correlation, the weight of each factor as 
nicely as one wishes. Unfortunately only a trained statistician can do 
this. It is also possible to proceed on the basis of general observation 
and, through approximations, to secure more readily a less accurate 
index of the weight of each factor. Such has apparently been the proce- 
dure in most of the cities where efforts have been made to appraise 
land by a synthetic method. 

A very interesting and instructive survey and analysis have been 
made of the weights of several factors affecting the sales value of farm 
land in Minnesota, 1 to test the validity of using sales records as a basis 
for assessment. The farms, including both land and improvements, 
were taken as units. The factors included as influencing sales values 
were: (1) the depreciated cost of buildings per acre; (2) land classifica- 
tion or the proportions of different types of land on each farm; (3) pro- 
ductivity of the soil, as represented by relative crop yields; (4) distance 
to market; (5) type of road; and (6) size of market town. By multiple 
correlation the weight of each factor was calculated, the constructive 
sales value ascertained and compared with actual sales prices. Similar- 
ly, constructive sales values could be calculated for all farms in the 
county, although safely so only so long as the farms of the county were 
reasonably homogeneous. 

The results were gratifying, not because they showed final relative 
weights of each factor, even for the farms of the particular county, al- 
though, for an initial and rather experimental analysis they were sur- 
prisingly satisfactory, but because they showed that such analyses are 
practical when adequate data and trained skill to apply them are avail- 
able. For the statistical measures of results the study itself should be 
consulted, since all the explanatory text cannot be included here, there 
are possible refinements of the indexes of the factors influencing sales 
value, and probably not all the factors are included. 

For urban property the problem is simpler in one sense, in that loca- 

1 G. C. Haas, "Sales Prices as a Basis for Farm Land Appraisal,” University of 
Minnesota Agricultural Experiment Station , Technical Bulletin , No. 9; cf. also same 
author, "Assessment of Farm Real Estate,” Proceedings , XVI (1923), 63-87. 
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tion is the primary factor affecting the value of a unit of land. But, in 
another sense, the problem is more complex, since the location is a 
complex factor. Location may be more or less desirable according to 
its accessibility to the central part of the city, transportation facilities, 
parks, schools, industrial property, comers, or main streets, etc. In 
practice, the calculation of indexes of all possible location advantages 
is not made. The basic unit value is usually taken as that of one linear 
front foot, lying at right angles to the street, as ascertained from actual 
sales or from comparison with other blocks. 1 A unit of one linear front 
foot in the middle of the block is usually selected, because it is pre- 
sumed to be free from comer influence. The difference in value due to 
comer location is similarly obtained, and a scale of values for units as 
they approach comer location is determined. What the comer value 
shall be is not always agreed upon. By the so-called Bernard rule, 3 the 
value of a comer lot is the value it would have as an inside lot on the 
main street plus its value as an inside lot on the side street. Some other 
rule may fit a local condition better, but any rule should conform to, 
if not be derived from, the value structure as observed from actual sales 
values. 

The basic value of a unit of an inside lot, the value of a comer lot, 
and the scale of values for lots between give the skeleton of a relief map 
of the value structure of the block. But for the appraisal of any indi- 
vidual lot there are yet many other factors. The value of any lot in- 
creases with but not in proportion to its depth. The procedure would, 
therefore, be to ascertain the value of a lot of standard depth. The 
value may, by the so-called Harper rule, be regarded as varying ac- 
cording to the square root of the depth. The value of a lot of non- 
standard depth will bear the same relation to the value of the standard 
lot as the square root of the depth of the former bears to the square 
root of the depth of the latter. 

Lots vary, not only in depth, however, but also in shape, in the 
linear length facing the street, in level above or below grade, and possi- 
bly in a great many other respects, some of which may be of only local 

1 Cf. C. E. Reeves, The Appraisal of Urban Land and Buildings (a working manu- 
al for dty assessors), Municipal Administration Service, Publication No. u (1928), 
pp. 1-56. 

3 A. D. Bernard, Principles and Problems of Real Estate Valuation . 
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application. For these characteristics also, scales can be developed and 
the final value graded up or down accordingly. The purpose here is 
merely to indicate the character of such factors. 

Separate scales of value adjustments may have to be constructed for 
each of the factors affecting value, according to the use made of the 
land. Thus, the depth of the lot, its shape, and the comer influence are 
obviously not as important for lots or tracts used for manufacturing 
and storage purposes as for lots used for merchandising or banking. 
And with residential lots the importance of these factors may be still 
different. 

It is not possible to give in detail the experience of cities with such 
constructive values. This experience seems, however, to lead rather 
clearly to certain conclusions. First, such value structures can be made. 
They have been made. 1 To make them will require the accumulation of 
a great amount of statistical data, which must be kept up to date to 
record changes in value and subdivisions or consolidations, with conse- 
quent changes in shape, depth, etc. The value structure must be sub- 
ject to frequent revision; but the labor and cost of the readjustments 
will be very much lower than the first cost. Second, such value struc- 
tures are important if not indispensable. Doubtless every assessor not 
relying upon such a structure of values carries in his head an approx- 
imation to one; but the advantages of having the structure based upon 
facts, and having it reduced to record form are obvious. Third, as one 
early swallow does not make summer, so also one erratic sale, or even a 
small number of such sales, perhaps differing widely from the con- 
structive value of a lot, does not necessarily impair the validity of a 
value structure thus built up. 

In recent years it has been attempted, and with some degree of suc- 
cess, to develop mathematical formulas and rules to aid in the assess- 
ment of realty. 3 The Hoffman-Neill rule, for example, is used to de- 
termine the effect of extra long or short lots on the basis of the informa- 
tion shown in the land value structure described above. The standard 
lot is taken to be ioo feet deep. Another rule, the Bemard-Lindsey 
rule, is used to determine the effect on the value of the comer lot. The 

1 E.g., in New York, Buffalo, Denver, and many other cities, including Chicago. 

a For a brief description of these rules, see Lawson Purdy, The Assessment of Real 
Estate , supplement to the National Municipal Review* 
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Somers rule is used for the same purpose. 1 It is obvious that such rules 
cannot always be taken as the sole factors in the determination of the 
value of every lot. 2 Many factors affecting value are not readily re- 
ducible to mathematical terms. Even so, the hope for adequate assess- 
ment is largely dependent upon their use. 3 

Most lots and tracts will fit into such a value structure. Special 
problems, such as those of suburban land whose value is influenced by 
its possible future use for site purposes, may require special treatment. 
The same is true of land within a city which is changing from one use to 
another, or is perhaps of dubious value for any particular purpose. The 
difficulty here is that sales are too few or that a majority or perhaps all 
of the prices are erratic. Whether it is possible or practical to construct 
more elaborate formulas for such property remains to be seen, but the 
task is being essayed. 4 


B. IMPROVEMENTS 

Unfortunately, the progress in the development of constructive 
values for improvements has been slower than that for land. But the 
difficulties are much greater, because of the great variety of improve- 
ments in respect to structure, use, and stage of depreciation. Adequate 
sales data covering separate sales of improvements are not available. 
But appraisals and values of improvements are of fundamental impor- 
tance. In fact, an accurate appraisal of improvements on land is neces- 
sary before the sales prices paid for improved real estate can yield an 
accurate index of the market value of the bare land. There are, of 
course, sales of vacant land, and in the developed sections of any city 
the land may be owned and sold separately from the improvements. 
But the majority of sales are of improved property. Since the improve- 

1 The formulas involved in the latter were patented and for a time at least kept 
secret. A company was organized to exploit this rule commercially by selling their 
service of computing values of comer lots, as well as of standard lots, to assessment 
departments in cities. 

3 For a controversy as to their usefulness and the propriety of their exploitation 
by private persons, see Proceedings, 1913, pp. 234-85. 

3 For an example of the use of available rules, cf. James J. Casey, “Cambridge 
System of Real Estate Valuations,” Bulletin, X, No, 6, 184-87. 

4 E.g., in projects of research now undertaken by the Institute for Economic 
Research of Northwestern University, Chicago, Illinois. 
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ments are the temporary and variable element in improved property, it 
may logically and practically be said, considering individual parcels, 
that the value of the land is the residual part of the value of the im- 
proved property, obtained by deducting the value of the improvements 
from the value of the entire parcel. Hence the pivotal importance of 
accurate appraisals of improvements. Such accurate appraisals are 
necessary, not only for the correct assessment of improvements, but 
also for the development of an accurate land value structure. 

It would be easy to misconstrue the foregoing argument and to de- 
duce therefrom that a separate value structure for land, and the now 
quite commonly practiced separate assessment of land and improve- 
ments, are impracticable or meaningless. So long as we are considering 
only one parcel, it would be meaningless to segregate the value of the 
land by deducting the value of the improvement from the total value, 
and then to add them to get the total value of the parcel. But the mass 
of residual values of land, ascertained from the segregation of land and 
improvement values on the basis of numerous sales, when combined 
with the sales of bare land, constitutes the raw material from which 
must be fashioned the land-value structure considered in the preceding 
section, if it is to be fashioned at all. Consciously or unconsciously, 
assessors, as well as buyers and sellers of property, must consider the 
elements of this process, if they are to make rational assessments or 
exchanges. 

Urban improvements are generally reducible to a few major types, 
namely, residential, commercial or financial^ manufacturing, and mis- 
cellaneous. 1 But within, each class a great deal of sub-classification is 
required according to structure, material, size, and shape. A careful 
and detailed classification is an elaborate task. But it is necessary, and 
experience shows that it can be made.* For each class of property, a 
reproduction cost, on the basis of present labor costs and material 
prices, can be ascertained with tolerable accuracy. From the reproduc- 
tion cost of the various properties in the same class, a standard unit 
cost per square foot or cubic foot can be computed, which should be 
useful as a basis for the first approximation for the assessment. Archi- 

1 Cf. Reeves, op. cit pp. 57-160. 

a Cf. W. F. Connelly, “The Valuation of Industrial and Commercial Properties 
for Taxation/’ op. cit., pp. 295-308; also Reeves, op. cit. 
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tects and contractors use such unit costs as approximations subject to 
correction for special conditions. But the assessor is more often con- 
cerned with depreciated replacement costs than with reproduction 
costs. And perhaps the most difficult part of his task is to determine the 
degree of depreciation, which involves every factor that tends to de- 
press the value, including physical condition, obsolescence, fitness for 
use in present location. Depreciation nearly always necessitates an 
appreciable deduction from the replacement cost. It may destroy the 
value of the improvement entirely, or even depress the value of the 
land below its bare-land value, by the amount of the cost of demolish- 
ing the building. The 1928 reassessment of Cook County disclosed the 
phenomenon, probably familiar to most city assessors, of many old 
buildings in the “loop district” that were not improvements but detri- 
ments, being in “advanced stages of obsolescence.” 1 But even here, by 
assembling data as to the life of buildings of different classes in different 
locations, standard rates of depreciation can be developed, which may 
serve as approximations in particular cases. 2 

By adding the constructive value of the land and the constructive 
value of the improvements, the total is obtained. This total can be 
adjusted to any assessment ratio which, for any reason, obtains in the 
district. To it can also be added any amount for the intangible value 
of the enterprise. But the constructive value would cover only the 
tangible property. 

It was not to be expected that everybody should see the possibilities 
of the constructive market value, especially in view of the experimental 
stage of the practice. It has been objected that to apply the depreciated 
reproduction value in the assessment of certain classes of real property 
will result in overvaluation, so long as exchange value is used for the 
rest. It is contended that such procedure will legalize overvaluation of 
property for which there is no market value. 3 But this is not necessarily 

1 Cf. Simpson, Tax Racket and Tax Reform in Chicago, pp. 63-70. “As a matter of 
fact there are many such properties, where the building is worth less than nothing 
by the cost of demolishing it and hauling it away.” 

3 Cf. Reeves, op. cit ., pp, 157 if., and charts. 

3 E.g., C. J. Tobin, remarks in Proceedings , XX (1927), 301-4. “The difficulty 
presented everywhere, not only in New York but all over the country, is that you 
use for the bulk of the property a particular basis of assessment — exchange value or 
sale value — and then set up an entirely different basis for the more extensive prop- 
erty, the property that is not sold.” 
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true. In any event, there being no sales value base, some substitute 
must be found. How well the constructive market value, as here de- 
fined, will meet this test remains to be seen. The experimental stage of 
the practice is indicated by some ex tempore remarks made by Pro- 
fessor Fairchild, in discussing the paper read by Mr. W. F. Connelly, 
cited above: 1 

Mr. Connelly is trying to substitute something for value in the assess- 
ment of industrial property. I seriously doubt if his device is legal But 

I have confidence that Mr. Connelly knows his business well enough to take 
care of himself on that matter. The fact is that he has something which is 

going to work; it is going to stand the pragmatic test of workability 

In other words, he is engaged now in practical research work, for the purpose 
of finding some tax base which we may substitute in place of value which will 
not work, and I believe he will find it for this particular class of property. 
When he does, my imagination is able to carry me to the point when the 
Connecticut legislature may amend its laws and may say that industrial 
property shall be assessed upon the basis of reproduction cost less depreda- 
tion. When that is done, one class of property will be taken out of the realm 
of vague speculation and put on the sound basis of engineering and technical 
skill; and in the course of time other classes of property may be given the 
same treatment. 


C. REQUISITES FOR SCIENTIFIC ASSESSMENT 

It is well to remember that such a system of constructive values has 
certain requisites, without which it can function no better than the ex- 
isting practice of listing and assessing on the basis of personal judg- 
ment, or without which perhaps it cannot function at all. In the first 
place, the assessor must know his business. The constructive market 
value must be arrived at through consideration of substantially all the 
factors affecting value. It is not necessary that the assessor shall be at 
the same time an expert statistician, economist, accountant, and engi- 
neer; but it is requisite that he shall be able to employ experts and to 
judge in an executive capadty their work. 

In the second place, it is necessary that adequate appropriations be 
made for the assessor's office to provide equipment and employees for 
procuring the original data and for keeping them up to date as changes 
occur. It is probable, after the first land-value structure has been made, 
after the improvements have been classified, and the detailed inf orma- 

1 Proceedings , XX (1927), 303. 
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tion collected, that to keep the records up to date and make the assess- 
ments will require no more work than the present assessment. But the 
employees should be employed continuously and the research work 
should be continuous. A card file covering every individual parcel 
should be kept, with all the necessary data, in duplicate, for the file, and 
for use of the assessor when he inspects the property. 

This file should be supplemented from time to time with notes on 
chang es that have taken place, such as sales, considerations, leases, 
uses, consolidations, divisions, mortgages, or other incumbrances. In 
this way it should be possible to accumulate information regarding 
separate pieces of property that would be useful for the current assess- 
ment, and would, in turn, be supplemented by the data of each recurring 
assessment. Changes taking place in any section of the city would be 
discovered by merely correlating the data already on hand. Such a 
file will be most useful in a large city. But even in smaller places, to* 
some degree in rural districts, it would be useful. Incidentally, it 
might be made to serve other purposes than those of the assessor. 
Every parcel should be easily identified. For this purpose the ordinary 
street number would serve better than the cumbersome legal descrip- 
tions usually attached to tax records. 

Finally, the office of the assessor should be supplied with maps. This 
need is more generally recognized. Maps are needed to assure the 
assessment of all parcels of property. There should be one set of de- 
tailed, separate maps, showing ownership and street connections, for 
each block or tract, for the file, and for use of the assessor when he in- 
spects the property. There should also be larger maps of the whole city, 
or, in a large city, of sections, to show the basic values for each block. 
Such maps, besides being helpful to the assessors, should aid in settling 
disputes with aggrieved taxpayers. In brief, the chief advantage of the 
methods of appraisal of land and improvements here discussed is that 
they remove the assessment from the realm of the personal judgment 
of the assessor and base it upon records that are available for inspection, 
criticism, and correction. While they are still in the experimental stage, 
the results so far prove that constructive assessments are possible and 
worth while. 



CHAPTER XIX 

TAX RATES AND TAX RATE LIMITATIONS 

In most states the tax rate is primarily a mathematical function. 
It is, from the treasury’s point of view, the quotient of the revenue to 
be raised, divided by the assessed valuation on which the revenue must 
be raised; and, from the taxpayer’s point of view, the factor by which 
the value of a parcel of property must be multiplied in order to produce 
the taxes due on it. If the tax rate were merely such a function and no 
other meaning had been attached to it and no other use made of it, 
there would be little need for separate discussion of it. But the tax 
rate is often made to serve as a measure of the tax burden; even though 
as has been shown , 1 for such a use it is likely to be misleading unless it 
is used with great care. Again, it is often, in fact in most states, made to 
serve as a tax-limiting device, designed to serve the purpose of control 
of public expenditures. Here, also, though convenient and necessary at 
times, it has limitations, later to be pointed out. The treatment of 
property tax rates easily leads beyond the scope of a treatise on prop- 
erty taxation, however, into the fields of public expenditures and pub- 
lic budgetary control. Hence the discussion of tax rates and limita- 
tions must be brief and perhaps arbitrarily delimited. 

I. TAX RATES AS MATHEMATICAL FUNCTIONS 

The tax Tate, as it appears to the taxpayer, is usually a composite 
of many separate rates. First, his city or town imposes several rates, 
as for the general fund, the street fund, interest or sinking fund, 
highway fund, etc. Second, the state, the county, and the school dis- 
trict or corporation, and perhaps a number of other special tax dis- 
tricts, impose taxes; the several rates of which, added together, con- 
stitute the aggregate rate applied on his property. Inasmuch as in 
some states the rate does not appear for state purposes, or occasion- 
ally even for county purposes, it is desirable to treat state rates and 
local rates separately. 

1 Chap, iii, supra. 
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A. THE STATE KATE 

The use of the property tax rate is not identical in all states. Gen- 
erally the state tax is a percentage tax, although sometimes it is 
apportioned. By the former method, the legislature specifies the rate of 
the tax, leaving the yield to be automatically determined; 1 by the lat- 
ter, the yield, or amount to be raised, is specified. The latter is the 
more direct, for the rate in the former must originally be set, and from 
time to time adjusted to yield what is needed, i.e., the amount appro- 
priated and not available from other sources. 

In some states, the legislature determines specifically either the rate 
or the lump sum; in others it simply appropriates money, leaving the 
detailed computation of the taxes to some administrative body. This 
is characteristically done by summarizing all the appropriations, de- 
ducting the estimated revenue from other sources, and dividing the 
deficit by the valuation of the property to be taxed, the quotient being 
the rate. Nowhere do state officials make their own assessments, pre- 
pare their own tax roll, or collect the taxes extended on it. 2 The amount 
to be raised or the rate of the tax to be imposed, whichever it may be, is 
certified to the proper county or town officials, whose duty it is to ex- 
tend the tax on the local roll, to collect it when due, and to forward the 
due share of the revenue collected to the state treasury. In such in- 
stances there are numerous state and local rates. 

In eleven states the state quota is apportioned among the smaller 
divisions in a lump sum on the basis of local assessed valuations, as 
equalized by the state for this purpose. In five of them, 3 the legislature 
makes the apportionment on the basis of the aggregate valuations as 
equalized for state purposes. In the other six it is done by a state board 
or a state official. Idaho, Oregon, and Washington delegate this task 
to the state board of equalization, while Michigan and New York con- 
fer it on the state tax commission. New Jersey furnishes an example of 

1 Such is strikingly the case where, as in Colorado and Minnesota, and other 
states as well, the revenue produced by a levy at a specified rate, say i mill on each 
dollar, is appropriated for some specific function, such as higher education. In such 
cases a part of the state property tax may be apportioned and the rest a percentage 
tax. 

2 Except where the state collects, for its own use or for local apportionment, the 
taxes on certain centrally assessed property as shown in chap, xvii, supra. 

3 Connecticut, Maine, Massachusetts, New Hampshire, and New Jersey. The 
lump-sum apportionment is of New England origin. 
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extreme centralized state control over the entire tax machinery. There 
is no specific state tax rate, nor a specific local rate, but only an aggre- 
gate rate for each taxing district, determined, as follows: State re- 
quirements are certified to the county board of taxation, appointed by 
the governor for each county. The “board of chosen freeholders” of 
each county certifies to the county board of taxation the amount for 
the county; every other political unit authorized to levy taxes certifies 
its amount to the county board of taxation, which then computes a 
rate sufficient, with 10 per cent added for contingencies, to raise the 
aggregate amount. A different arrangement obtains in Wisconsin. The 
amount required by the state is apportioned among the counties on the 
basis of the state equalization. To this amount each county adds its 
own requirements and apportions the total among the cities, villages, 
and towns on the basis of the equalization made by the county com- 
missioners. The local divisions raise the amount thus required plus the 
amount required for their own use on the basis of the valuation as 
equalized by the local board of review. State control extends only to 
the apportionment among the counties. The counties similarly control 
the apportionment only among the local divisions, which in turn may 
use their own valuations. 

In another group of states the legislature votes the state rate, usu- 
ally each year, but, in a few states, less often, the rate remaining the 
same during the interval. The rate voted by the legislature may be a 
single rate, or may consist of a number of specific rates each imposed 
for a specified purpose. In most states, the legislature votes the rate 
without constitutional restriction, but in Alabama the general rate 
may not exceed 6.5 mills on the dollar; Arkansas places the limit at 
10 mills; Louisiana, at 4.25 mills; and New Mexico, at 4 mills for the 
general rate and 10 mills for the total. Missouri limits the general rate 
to 1.5 mills when the total valuation of the state has reached $900,000,- 
000, a rate of 2 mills being permitted up to that time. In Monta n a the 
rate is 2 mills after the valuation has reached $600,000,000, a rate of 

mills being allowed up to that point. Why the limit should vary 
with the valuation is not clear. It is suggested that the provision for 
varying the rate with the valuation was 

based upon the fallacy that the expenses of the state would not grow as rapid- 
ly as its taxable wealth. Moreover, the reduction required in the rate was in 
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some cases so great that the total revenue under the new rate was necessarily 
much smaller, notwi thstanding the increase in the assessed valuation. Thus 
the Board of Equalization in one state was compelled for several years to 
keep the assessed valuation below the amount named in the constitution, as 
otherwise the lower rate of taxation which would have been necessary would 
have resulted in a serious deficit in the revenues of the state. Idaho, whose 
constitution contained a provision of this character, repealed the requirement 
in 1906. 1 

Where the constitution limits the tax rate, it usually contains pro- 
visions for exceeding this limit in case of necessity. Emergency taxes 
may be imposed in excess of the limit for such purposes as paying the 
interest and principal of the public debt, suppressing insurrections, and 
granting bounties. Quite often, also, special taxes, not of an emergency 
nature, are imposed, in addition to the general rate, for the mainte- 
nance of schools, for construction of highways and other public works, 
and for deficiencies in the state budget. Such special taxes often be- 
come numerous and more important than the general rate, for usually 
only the rate for the general fund is thus limited. 

In a final group of states the legislature either votes the tax in a 
lump sum or simply makes appropriations as needed. The task of com- 
puting the rate is then performed by some administrative body or state 
officer, usually the state board of equalization. Indiana, New Mexico, 
Oregon, and South Dakota have assigned this task to the tax commis- 
sion; in Texas it is assigned to the ex officio state tax board. In Illinois 
there is a budget board especially constituted for this purpose. Georgia 
requires the governor and the comptroller to “levy” this tax. West Vir- 
ginia assigns the rate-making to the board of public worts. The state 
auditor computes the tax in Ohio. Six of this group of states impose 
constitutional limitations. Colorado, North Dakota, and Wyoming 
place the limit at 4 mills for the general rate; Oklahoma, at 3! mills 
with an allowance of 20 per cent for delinquencies, and South Dakota, 
at 2 mills. Utah attempts to adjust the limit to the increasing valua- 
tion of the state, permitting 8 mills until the valuation reaches $200,- 
000,000, then 5 mills until it reaches $300,000,000, and placing the 

1 Isidor Loeb, “Constitutional Limitations Affecting Taxation,” Proceedings , I 
(1907), 79. 
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limit at 4 mills thereafter. The stated maximum valuation has already 
been doubled. Utah, like Missouri and a few other states, permits the 
limit to be exceeded if authorized by the electors at a special election. 
In West Virginia the board of public works in its discretion fixes the 
rate between 1 and 3 mills. 

In computing the rate it is necessary to allow for delinquencies. The 
allowance permitted is sometimes determined by the legislature, and 
varies generally from 10 per cent to 20 per cent of the sum to be raised. 
This problem does not arise, for purposes of the state tax, in the states 
which apportion the state tax in a lump sum among the smaller divi- 
sions. It assumes a different form. The localities must raise the net 
amount required by the state. In some of these, the state holds the 
local division, usually the town, responsible for the amount required. 
It has been proposed that the state requirements should be appor- 
tioned among the counties, not on the basis of the assessed and equal- 
ized valuation, but on the basis of the public expenditures of all the 
spending units of each county. The objects sought were in the main of 
two classes. It was argued that the tendency of the local assessor to 
undervalue property in order to escape the state tax would be elimi- 
nated. It was also argued that this method would be an inducement to 
economy on the part of the local units. Such a method of apportion- 
ment was provided for in Oregon, to become operative in 1910. The 
“Mulkey Commission” of 1905 believed that the new method was “cal- 
culated to eliminate all the evils of the general property tax, except the 
problems of personal property taxation.” 1 A minority report, however, 
strongly opposed the apportionment on the basis of expenditures, con- 
tending that it would be unjust and involve an apportionment very 
different from that effected on a value basis. 2 Before the law became 
operative it was held unconstitutional, 3 and a later special tax commis- 
sion reported that the method possessed no advantages, and would, 
despite changes in the constitution designed to sanction it, still be un- 
constitutional. 4 Apparently the method has not won favor anywhere. 5 
1 Report of Oregon Commission on Assessment and Taxation, 1906, pp. 66-72. 
a Ibid., pp. 303-7. 3 Yamhill County v. Foster , 53 Ore. 286. 

4 Report of the Committee on Tax Investigation, 1923, pp. 130, 131. 

* Cf. Corbin and Foote, ^Proceedings, v, 253-69. 
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B. THE LOCAL RATES 

The tax rate for the county is generally determined by the county 
commissioners. Apparent exceptions to that rule are found in the 
South and in the New England states, where there is no important 
county organization and where the corresponding bodies of the towns 
compute the town rate. Limitation of the tax rate for counties is much 
more common than for states. The legislatures exercise a paternal 
supervision over the smaller divisions, and the tax limitations are one 
of its most frequent expressions. 

Where the rate or the amount is determined by the state legislature, 
no other restrictions are necessary. In five states, 1 commissioners may 
levy taxes at such a rate as will yield the required revenue. In all other 
states the rate is restricted, while in only a few instances is it required 
that a minimum amount must be raised. The restrictions are some- 
times imposed by the constitution, but oftener by statute. It matters 
very little to the county commissioners at a given time, whether the 
limitation is statutory or constitutional; but the latter is almost un- 
changeable, and for that reason objectionable. Ten states 3 have con- 
stitutional maximum county rates for the general fund. Rates for 
special funds, of which there are usually several, are similarly but less 
frequently limited. Usually the limit is graduated on such bases as 
population or valuation. In Colorado the maximum rate for counties 
of the first class is 3 mills; of the second class, 6 mills; and so on until 
those of the tenth class may levy 2 5 mills. In Missouri, comities having 
a valuation of $6,000,000 may levy 5 mills ; there are three other classes, 
of which the highest, with valuations of $30,000,000 or over, may levy 
not to exceed 3.5 mills for general county purposes. 

Occasionally, a minimum is also provided for special purposes such 
as schools or highway construction. While the state legislatures will 
not usually permit the counties to spend too much for all purposes, 
they have sometimes found difficulty in inducing some counties to 
spend enough for certain purposes that are of interest to the state as a 
whole. The two principal devices to induce such spending as is desired 
are minimum requirements and grants in aid. Thus Missouri, by con- 

1 Delaware, Idaho, Michigan, New York, and Oregon. 

“Alabama, Arkansas, Florida, Illinois, Kentucky, Louisiana, Missouri, Okla- 
homa, Texas, and Wyoming. 
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stitutional provision, requires the counties to impose a tax of 4 mills for 
school purposes; North Dakota, a tax of 2 mills. Colorado counties 
must levy not less than 2 mills and not more than 5 mills for school 
purposes. 

Rate-making in the cities does not differ from that in the counties, 
but the limitations are more elaborate. The city council, or correspond- 
ing municipal authority, determines the amount and sometimes the 
rate. But the rate-making practices of the selectmen of a rural New 
England town government, still extant in places, and of the municipal 
government of a modem metropolis, differ widely. The selectmen of 
Connecticut determine the amount that must be paid, extend the taxes 
on the roll, and make out the individual tax bills. This is obviously im- 
possible for the city council, hence the work of computing the tax rate 
has been delegated to a committee of the council, or to some adminis- 
trative official, or finally, as in New York City, to a special board or 
department of assessments and taxes, leaving only the work of delibera- 
tion and approval or rejection of municipal functions to the city council 
as a whole. 

The wider variety of public functions in the cities than in the 
counties has given rise to certain differences in the limitations. The 
rate limits are nearly always graduated, and the range between the 
maximum and the minimum is often wide. Thus in Minnesota, town- 
ships with a valuation of $100,000 or more may not levy over 2 mills 1 
for general purposes, while for others the limit is set at 5. In Kentucky 
the constitutional limits are, in cities of 10,000 population or less, 7.5 
mills; in cities of between 10,000 and 1 5,000, 10 mills; and in those hav- 
ing over 15,000, 15 mills. The constitutional limit in Oklahoma ranges 
from 3 mills in townships, through 5 mills in villages, to 7 mills in cities. 
The basis of the graduation for cities is usually the population, while in 
the counties it is more frequently the valuation. 

The school district or corporation is a relatively new jurisdiction, in 

1 But these limits apply only to the rate for the general fund. Townships may 
levy, for roads and bridges, 10 mills; for support of the poor, 5 mills; and school 
districts within may levy 1 5 mills for ordinaiy functions, and 10 mills for the erection 
of a schoolhouse. These rates are based on the assessed valuation, which in Minne- 
sota is required by law to range between 25 per cent and 50 per cent of the true valu- 
ation. 
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some respects irregular, and everywhere widely variable, yet a juris- 
diction which spends more money than any other local political unit. 
Like an improvement district, it is created solely for lie purpose of 
administering a specific function in the area covered, which may be 
coextensive with some other political division, such as the township, 
the village, the city, and in some cases, the county; but very often it 
cuts across the boundaries of other civil divisions. It is the duty of the 
board of education to prepare the budget for the corporation. The 
amounts needed are certified to the town or county officials, who make 
the actual extension on the roll. 

Except for the extensive and varied tax limits applying to school 
corporations, nothing more need be said concerning them. Limits upon 
the amount or the rate are characteristic of practically all states, and 
have at least two quite different objects. One is to secure sufficient 
revenue for school purposes as they are conceived by the representa- 
tives of the state as a whole. Schools draw revenues from several mis- 
cellaneous minor sources. In so far as these sources fall short, and they 
usually fall far short, of defraying the entire cost, especially of the com- 
mon or elementary schools, property taxes are used. Often the state 
makes a levy for the schools at a specified rate, or sets aside from its 
general fund a lump sum for school purposes, both state and local. It 
may levy a “mill tax” for the state university, or for the common 
schools; or may provide a subvention or grant in aid from the state 
school fund or the state general fund, apportioned among the local 
school districts or corporations on some convenient basis, frequently 
the number of children in attendance. The counties are often required 
to levy a tax at a specified rate for school purposes. In addition to these 
varied sources, the local school corporations are usually required to 
raise specified minima. 

More common, however, are the maximum rates. The legislatures 
try to prevent the local divisions from spending too much of their own 
money for local purposes. When it is recalled how little stir is usually 
made at a school election, and one appreciates how easily abuses creep 
in, the restrictions are in general justified. A uniform rate for all dis- 
tricts in the same state, or even in the same county or township, is 
rendered impossible by the wide variation in the ratios of taxable 
property to necessary school costs. The basis of graduation of the 
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school tax rate is usually the assessed valuation. Districts with low 
valuation in proportion to school population may be permitted to levy 
a tax at a higher rate than districts with higher valuations, at least in 
case of the rural schools. 

A few states impose taxes on specified types of property. Special 
taxes on realty levied by improvement districts are in point, but the 
practice is not limited to realty. In Idaho, there has been levied at the 

TABLE 90 

Tax Rates on Property Taxable in the Town op 
North Chicago within the City op 
Chicago, por 1928 Taxes 


Tax Levying Unit 

Tax Rate* 
(Mills per Dollar) 

State of Illinois 

... 3-0 

Cook County 

... 4-6 

Cook County Forest Preserve District. . 

1.0 

Town of North Chicago 

... 0.5 

City of Chicago 

... 17.5 

Schools of Chicago 

••• * 5-3 

Lincoln Park Board 

... 4-5 

Lincoln Park Board (bonds) 

2.1 

Sanitary District of Chicago 

... 4-6 

Total 

S 3 - 1 


* The tax rate is conveniently expressed in mills per dollar of the 
taxable valuation. In certain states, however, it is more familiarly 
expressed in dollars per $1,000. Occasionally it is expressed as a per- 
centage of the valuation. It should be remembered that the rates of 
Table 90 apply to an assessment ratio of less than 30 per cent of full 
value. 

time of the regular annual levy, a tax of \ of i mill on the dollar of the 
assessed valuation of all horses, cattle, goats, mules, asses, and swine, 
and 4 mills on the dollar of the assessed valuation of all sheep, for the 
purpose of exterminating predatory animals. 

C. AN EXAMPLE OP TAX RATES 

An idea of the multiplicity of tax rates applying to property situated 
in a given place may be had from Table 90, which shows the aggregate 
rate applicable to property located in the town of North Chicago, with- 
in the city of Chicago, for taxes normally payable in 1928, but which 
were not, on account of the delay incident to the reassessment of Cook 
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County real estate already referred to, actually collected until 1930. 
The “aggregate rates” here given are in many cases the sum of many 
separate rates for specific purposes, such as the general fund, streets, 
and municipal library. 

The number of separate individual rates that make up the aggregate 
rate for all purposes will vary with two sets of conditions, namely, the 
variety and complexity of the governmental services made chargeable 
upon property in a given location and the decentralization of the gov- 
ernmental organization. Cook County furnishes an example of ex- 
treme decentralization. Thus Cook County Forest Preserve District 
is coextensive with Cook County and in charge of the same officers, the 
Cook county commissioners, but is nevertheless a separate municipal 
corporation. Within the city of Chicago are decadent towns, some of 
which still levy taxes, North Chicago being one. Chicago schools are 
for all practical purposes also a separate corporation, coextensive with 
the city of Chicago. Lincoln Park Board also levies taxes for a sepa- 
rate corporation covering two towns within the city. The Sanitary 
District of Chicago is likewise a separate corporation covering all of 
the city of Chicago and a part of Cook County outside of Chicago. In 
contrast, a rural township in a rural county in Illinois might be taxable 
only for state, county, township, and school district purposes. In other 
states, with a still simpler form of organization, the number of tax rates 
might be reduced to one. 

n. TAX LIMITATIONS AND THEIR RESULTS 

To appreciate the limitation of tax rates, it is necessary to draw from 
the experience of the states that have practiced limitation to learn 
whether or not the hoped-for results have been attained. Ohio has had 
an outstanding experience with tax limitations. 1 

Where the tax limits occur in the constitutions of the states, they 
represent distrust of the legislature in the minds of the electorate. The 
statutory limits for the counties and other civil divisions indicate the 
distrust, on the part of the legislature, of the electors of the district in 
question, or their tax officials, in a matter that affects directly the 
members of the smaller group and only indirectly the rest of the state. 

1 R. C. Atkinson, The Effects of Tax Limitation upon Local Finance in Ohio (1923) . 
To this source the present section is heavily indebted. 
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This local group must, of their own money, spend not less than the 
minimum prescribed, and not more than the maximum permitted, for 
specified purposes. Such restrictions are warranted only where the 
functions, for which the rates are limited, concern the state as a whole; 
in such cases the local divisions must be kept from extreme tax poli- 
cies. 

Another objective is the prevention of tax evasion. One reason that 
the taxes on intangibles cannot be enforced is the fact that the high 
tax rate often takes over half of the income, as in case of a 30-mill tax 
on a 5$ per cent bond. If the tax rate were lowered, so as not to make 
the tax confiscatory, it is alleged that the vast number of such items of 
property that now evade taxation would be listed. In Ohio it was also 
hoped that, as the tax rate was lowered, those types of property that 
had been relatively undervalued would tend to be valued nearer the 
market value, as required by law. This would tend to increase the tax 
base, and consequently to bring about a further lowering of the rate, 
which again would induce more complete listing and more accurate 
valuation, resulting again in an increased tax base and potentially- 
lower rates. That was a conspicuous element in the arguments by 
which the Ohio “one per cent law” (the so-called Smith law) was ad- 
vocated in 1910; and has since constituted its chief defense. 

Finally, the tax limits were deemed capable of serving still another 
purpose, namely, the limitation of public expenditures and of public 
functions generally. If the rates and the valuations can both be kept 
low, the revenue must necessarily remain low, and the expenditures 
limited. There has always been a class of interests active in limiting 
public functions. They point to the rapidly increasing expenditures 
as intolerable burdens. 

In presenting the effects of the various tax limits there is room for dif- 
ference of opinion. A wag is reported to have suggested that the proper 
remedy for a city in need of additional revenue, whose tax rate had 
reached the legal limit, was to raise the limit. There is abundant evi- 
dence to show that when the need for additional revenue has become 
pressing under a restrictive tax limit, the remedy that most often has 
been used has been just such a change in the limit. This evidence is 
supported by the almost universal provision for the temporary lifting 
of the limit by popular vote. 
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Frequently the statutory limit is raised by means of special legisla- 
tion for certain local units. Such special legislation is facilitated by the 
general knowledge that the limits ought not to be identical for all 
counties, cities, towns, or school districts. The experience of Minnesota 
in this respect is typical. 

From the time of the adoption of the constitution in 1857 and up to 1892, 
the legislature of Minnesota was not prohibited from enacting special laws, 
that is, laws applying to a single county or municipality. Under the exercise 
of this power, when a municipality wanted to increase its tax levies beyond 
the maximum fixed by general or special laws, resort was had to the legisla- 
ture for authority to make the increase, and, as the bill applied only to the 
municipality asking for the increase, but little opposition to its passage was 
encountered. The policy of special legislation became so general that the 
greater part of each legislative session was occupied in the consideration of 
purely local bills to the exclusion of measures of state-wide interest. So ram- 
pant did the policy of special legislation become that in 1892 the constitution 
was amended prohibiting the enactment of a special law in all cases where a 
general law could be made applicable. 

The amendment was hailed as marking the end of special legislation, often 
of doubtful wisdom, and, not infrequently, vicious in effect, because enacted 
at the behest of special interests or factions. But our joy was short-lived. It 
was discovered that the legislature could enact laws, general in their charac- 
ter but applicable only to counties or municipalities of a specified dass, so the 
policy of dass legislation has taken the place of special legislation, and the 
evil of the former is almost as great as the evil of the latter. 

Our earlier laws applicable to munitipalities of a specified dass had the 
virtue of being based on some well-recognized difference in population or 
economic conditions, but in more recent years almost any fantastic classifica- 
tion, if it does not embrace too much territory, can muster votes enough in 
the legislature to be enacted into law. 

Laws are now passed that are applicable only to counties or dries having a 
certain population, with full knowledge on the part of the legislature that 
such laws will affect only one county or one dty in the state. Likewise laws 
are passed that are applicable to counties having an assessed value in excess 
of a specified amount when there is but one county in the state with the speti- 
fied valuation. Sometimes the representatives of two or three counties will 
get their heads together and devise a classification based on not less than and 
not more than a specified taxable value. Sometimes a combination of assessed 
value and population is used, and if this takes in too much territory, area or 
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the number of congressional townships in a county is added to the combina- 
tion to overcome possible objection. So ingenious have we grown in the art 
of classification that, in the refinement of its application, it has become al- 
most a fixed science with us. 1 

It is improbable that the tax limits have been any more effective 
in improving the listing and valuation than in restricting tax levies. 
There are instances in which the lowering of the tax rate has resulted iD 
so increasing the base as even to increase the yield of the tax from that 
source. Those instances are found chiefly in connection with very low 
taxes on special forms of intangibles, such as money, mortgages, and 
other credits, in lieu of the general property tax. 2 But the potency of a 
low rate to increase the listing of hidden taxables has been overstressed. 
Taxes have too much the character of what Ely has called “one-sided 
transfers.” The low rate does not always increase the tax base suffi- 
ciently to maintain the yield. 

If the presence of a rigid tax limit could have improved the assess- 
ment anywhere, it should have done so in Ohio under the “one per cent 
law,” enacted in 1910 and amended at various times since. 3 It pro- 
vided two kinds of limits: First, the levy for 1911, in any tax district, 
should not exceed the levy for 1910; the levy for 1912 should not ex- 
ceed the 1910 levy by more than 6 per cent; the levy for 1913 should 
not exceed the 1910 levy by more than 9 per cent; and the levy for 
1914 and any year thereafter should not exceed that of 1910 by more 
than 12 per cent. Second, the aggregate rate for all purposes was to 
be not over 10 mills, exclusive of levies for interest, sinking funds, and 
certain emergencies which might not bring the aggregate beyond 15 
mills. Separate limits were also placed upon each of the subordinate tax 
districts, as follows: for all county purposes, 3 mills; all township pur- 
poses, 2 mills; all city or village purposes, 5 mills; all local school pur- 
poses, s mills. If the amounts required by the separate units, as re- 
ported to the county auditor, aggregated more than the 10 or 15 mills 

1 J. G. Armson, “Tax Limitations and Other Current Tax Problems with Special 
Reference to Minnesota,” Proceedings , XV (1922), 41-61. 

a Cf. chap, vii, supra. 

3 This law has recently been repealed, thus adding conspicuous evidence to the 
general proposition that tax limits, once they really become restrictive, cannot en- 
dure. 
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permitted, respectively, it was the duty of a budget commission con- 
sisting of the county auditor, the mayor of the largest city in the coun- 
ty, and the county prosecuting attorney, to adjust the several budgets 
involved; for this purpose they were given extensive powers. 

It happened that a practical test was made immediately. Real prop- 
erty was asessed every tenth year, and 1910, the year of the new law, 
was the last before the decennial valuation. The assessment of all 
property rose 161.6 per cent between 1910 and 1912; real property, 
162 per cent; and personal property, 159 per cent. The part of per- 
sonalty that was chiefly sought, namely, that listed by individuals, 
rose only 68 per cent; while public utility property, listed as personalty, 
rose 281 per cent, due to special effort or a change in policy of the tax 
commission by whom such property was assessed. To be sure, personal 
property listed by individuals, being assessed every year, would gradu- 
ally increase, while realty remained stationary until a new revaluation. 
That increase, as far as can be seen, has done nothing more than re- 
store the customary percentage which this class of property formed of 
the total assessment. As a device for increasing the assessment, espe- 
cially of that class of property which most generally escaped, the tax 
limit cannot be proved to have been very effective. 

When needed revenue cannot be secured through taxes, it is easy to 
borrow, not only for special, costly, and durable projects, but also to 
meet current deficits. “The Municipal Research Bureau of Cleveland 
reported in 1920 that since 1914 something over twelve million dollars 
had been borrowed by that city to cover current expenses and de- 
ficiencies.” 1 Increases in debt are progressively reflected in subsequent 
taxes, and the percentage of the current tax revenue required to meet 
the principal and interest charges of the debt, for all Ohio cities, has 
increased heavily. In 1920, 49 per cent was the average part of the 
revenue of Ohio cities required for interest and sinking funds, the fig- 
ures varying from 9 per cent in Youngstown to 86 per cent in Mans- 
field. 2 In 1922, the cities of Ohio reported that, exclusive of public 
utility and special assessment debts, the general debt amounted to 
$217,786,999 of which $31,104,807 or 14.2 per cent consisted of floating 
debts that had been funded.* This by no means represented the de- 
1 R. E. Miles, “Debt Limitation Laws in Ohio,” Bulletin, VH, 176-77. 
a Ibid,, p. 178. * Atkinson, of. tit., p. 106. 
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ficiency in current revenue, for many floating debts had not yet been 
funded, and many public projects had been financed by borrowing 
which would otherwise have been financed from current revenue. 

Though there is no magic in tax-rate limitation to secure adequate 
assessments or to restrict public expenditures to their proper level, it 
must be recognized that tax-rate limits are not always unimportant. 
The tax rate, the tax levy, and the assessed valuation are intimately 
related factors in the property tax system. If one of them must be 
changed it is necessary to make corresponding changes in at least one 
of the other two. 

When Kansas, in 1907, undertook to raise the assessed valuation to 
the full 100 per cent market value, and did, in fact, more than quin- 
tuple the valuation, 1 the legislature wisely guarded against excessive 
tax levies. 

In anticipation of the large increase in values to result from the new 
methods of assessment provided by the legislature of 1907 a short statute was 

enacted in substance making it unlawful for any officer or set of officers 

to fix or make any such levy upon the assessments of 1908 which would pro- 
duce a sum of money in excess of 2 per cent more than the sum which would 
have been produced by the statutory rates on the valuation of 1907. 

In 1909 the legislature specifically limited each tax levy for state and local 
minimums arrived at by considering previous budgets with allowances for 
proper increases from year to year as one factor and the largely increased 
assessment attained in 1908 with probable future yearly increases as the 
other factor. 

In 1907 the average rate of levy for state revenue was 6.456 mills. In 1908 
it dropped to .9 of one mill. The average levy for local taxes throughout the 
state in 1907 was 40.5 mills plus. In 1908 the average levy for like purposes 
was 7.74 mills plus. 2 

Probably the most important direct argument against the rigid 
limitation of tax rates is that sometimes valuations change rapidly, and 
not all to the same degree, or even in the same direction. The current 
year’s expenditures are based largely upon the current year’s price 
level; while the taxes with which these expenditures must be met are 

1 From $425,281,214 in 1907 to $2,451,560,307 in 1908. 

2 Samuel T. Howe, “The Determination of a Tax Levy,” Bulletin , VH, No. 2 
(November, 1921), 52. 
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levied upon valuation based upon the price level of earlier years, the 
extent of the lag depending upon the frequency of the assessment as 
well as upon the coincidence of the assessment year with the year of the 
change in the price level. What takes place when the public budget, in- 
flated through an increase in the price level, must be cared for through 
the limited revenue based upon previous assessments, estimated on a 
lower price level, is either an unwise curtailment of the public functions 
or a frantic attempt to lift the tax limits, either through special elec- 
tions or through legislative action. Attempts of both kinds took place 
extensively in the year of 1920-21. 

In Illinois, as well as in Ohio, to cite one more instance, tax rate 
limitation has also failed to produce the desired effect. 1 The constitu- 
tion limits the entire indebtedness of any local government to 5 per 
cent of its assessed valuation, and prescribes that taxes must liquidate 
any incurred indebtedness in twenty years. The statutes provide that 
local indebtedness can be authorized only by a referendum vote. They 
also limit the county levy to a specified number of mills. But certain 
levies, such as those for roads, are excluded; and the restriction is often 
avoided by the creation of new taxing units or by special legislative 
acts. 3 The “Juul Law,” enacted in 1901 and frequently amended since, 
originally limited the aggregate rate to 50 mills (on a 33I per cent valu- 
ation); but one levy after another has been withdrawn from the re- 
striction, with the result that the restrictive law has been ineffective. 

If the tax limits are stated in the form of a limit to the aggregate 
rate, as in Ohio and in the Illinois Juul Act, there arises the difficult 
problem of scaling down not only the rates in the taxing jurisdictions, 
asking for a rate in excess of the maximum permitted, but also in other 
jurisdictions, in order that the uniformity of rates required by law may 
not be destroyed. The original Illinois Act of 1901 provided special 
maxima rates for each local unit, and the sum of these maxima was 
about double the maximum aggregate rate of 50 mills. Hence, if, in the 
same county, town A asked for 75 mills and town B for 40, it would be 
necessary, not only to scale down the request of town A to 50 mills, 

1 National Industrial Conference Board, The Fiscal Problem in Illinois, pp. 32-34. 

2 The first special session of the Illinois legislature of 1930 enacted thirty special 
laws for financia l relief of Cook County taxing bodies, many of which laws provided 
for adjustment of the tax rates to meet the emergency. 
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but also to scale down those levies in town B which must be equal in 
both towns, such as those for sanitary districts and schools, since the 
uniformity rule requires equality of the rate on all property in the same 
taxing jurisdiction. Hence the aggregate rate in town B may be scaled 
down considerably below the 40 mills asked for. 1 The Juul Law was 
practically repealed in 1929. 2 

m. ALTERNATIVE ADMINISTRATIVE CONTROL 

That the state should exercise control over local levies and, more to 
the point, over local expenditures, will probably not be questioned. A 
minimum levy may be the simplest way of safeguarding certain local 
public functions that might be locally neglected, but to restrict local 
expenditures by means of a maximum tax rate appears to be attacking 
the problem in the wrong place. Obviously, some very unwise local 
expenditures may be made without conflicting with the tax rate re- 
striction if the district already has a levy well within the maximum per- 
mitted. The proper point of control would seem to be at the time at 
which the expenditures are being authorized or even planned. After 
all, there is no mathematical formula that will automatically determine 
whether a given project is justified or not. Such determination is large- 
ly an administrative problem. 

The administrative control established in Indiana in 1919, aban- 
doned in 1920, and re-established in a modified form in 1921, may be 
cited as a better method of controlling local expenditures. Ten or more 
interested taxpayers in any local district may file a complaint with the 
county auditor, who must certify the complaint to the state board of 
tax commissioners. The latter board will then fix a date for a hearing, 
by one of its members or representatives in a convenient place in the 
county involved. The decision of the board, whether it approves or 
modifies the project, is final when certified to the county auditor. 3 

The commission undertook an active educational campaign to ac- 
quaint the taxpayers with their rights. So far only a relatively small 
number have asked for hearings; but the fact that there is opportunity 

1 For an example see C. E. Merriam, Municipal Revenues of Chicago, pp. 85-90. 

3 Cf. Tenth Annual-Report of the Illinois Tax Commission , pp. 30, 31. 

3 Bums, Associated Indiana Statutes , Supplement of 1926, sec* 10, p. 139. 
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for an impartial decision in disputed cases has had a salutary effect. 
The record of the complaints filed, the number and amounts of reduc- 
tions ordered, may be seen from Table 91. It is not a particular tax 
rate that serves as guide to the commissioners, but rather the merit and 
the legality of the project and the procedure. 1 There has, of course, 
been opposition on the part of the home-rule faction, in Indiana as well 
as in other states where a similar form of administrative state control 
has been less extensively adopted. But the evidence is conclusive that 

TABLE 91 

Tax Levy Complaints Filed with and Reductions Made by Indiana 
Tax Commission tor Specified Years* * 


Complaints Reductions 


Year Filed Number Amounts 


1921 42 39 $1,254,448 

1922 74 46 1,034,572 

1923 37 25 1,874.070 

1924 42 41 1,467,345 

1925 «3 65 1,554,004 

1926 95 5i 1,639,187 

1927 134 77 4,674,623 

1928 142 80 1,290,031 

1929 134 83 3 , 649,212 


* Report of Tax Commission , 1928 , p. is, and 1929 , p. a. 

as compared with tax rate limits, the Indiana system of state control 
is superior. 

It is generally agreed that tax-rate limits, while having their legiti- 
mate uses, cannot be relied upon as the sole or even principal device for 
budgetary control of expenditures. Massachusetts in 1912 found that 
most of the cities operating under tax limits had nearly the same tax 
rates and were rendering practically the same service as the smaller 
cities and towns which had no tax limitations; but the debts of the 
cities had grown by leaps and bounds as the direct result of the effort 
to escape taxlimitations, while the towns had few debts. Cities with tax 
limits were in a worse financi al condition than towns of the same size 

1 Symposium, Proceedings , 1924, pp. 151-96. 
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furnishing the same public services and improvements, but without tax 
limits. The discovery led to a repeal of all tax limits throughout the 
state, except in the city of Boston, where they were retained for other 
than fiscal reasons ; bonding and budget laws were enacted instead. We 
may close the discussion of the effectiveness of tax limits with this 
conclusion reached by R. C. Atkinson, after a comprehensive study of 
tax limits in Ohio and other states: 

Limitations in the rate of levy are objectionable because they fail to take 
account of the variations of taxable wealth of different communities and they 
disregard variations in financial requirements of different types of communi- 
ties It is simply impossible in an industrial State where great variation 

in governmental needs exists to devise a set of limitations which will allow 
adequate revenue for all districts without at the same time permitting extrav- 
agance in others, unless the legislature is prepared to deal with each com- 
munity separately . 1 

1 Atkinson, op. tit. 
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CONCLUSIONS 

If any tax could have been eliminated by adverse criticism, the 
general property tax should have been eliminated long ago. One 
searches in vain for one of its friends to defend it intelligently. It is 
even difficult to find anyone who has given it careful study who can 
subsequently speak of its failure in temperate language. We may ex- 
pect opposition to any tax that produces appreciable revenue. Tirades 
against taxes constitute an American indoor sport in which, as Pro- 
fessor Hollander once said, many must freely indulge “to maintain 
their self-respect.” Of this kind of noisy criticism the general property 
tax has received its share. All of that we may ignore, as it is expected 
and often intended that we should, and still have enough careful, 
capable, intelligent, and disinterested criticism left to establish the 
need for radical changes. Should some prosecuting attorney drag the 
tax as a culprit before a bar of justice, he would be embarrassed by the 
abundance of expert evidence against it. No writer of repute writing on 
state and local taxation in the United States has failed to offer his bit 
of derogatory testimony. No commission appointed to investigate any 
state tax system, which has had time, means, and inclination to secure 
the evidence, has failed to recommend the abolition of the tax or meas- 
ures tending toward fundamental modification. Where permanent 
administrative tax commissions have had time, capacity, and means to 
busy themselves with what ought to be one of their major tasks, the 
study and constructive criticism of the state tax system, they have 
without exception arrived at s im ilar conclusions. 

I. WHY THE GENERAL PROPERTY TAX CONTINUES 

Yet the tax persists. Not that this tax, largely indigenous to the 
country, was ever general in practice, general in contemplation of law, 
or uniform. The preceding chapters should have demonstrated that 
changes are taking place, both with respect to the universality and the 
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uniformity of the tax. But the changes occur at a snail’s pace; many 
of them are not directly in the line of progress, and end “somewhere in 
a blind alley.” Among the experiments that led nowhere were the 
movement for segregation of state and local sources of revenue, once 
hailed by some as a panacea and still not quite forlorn as a hope of 
special tax commissions; the attempts to reform the tax system by 
means of constitutional tax-rate limits, now generally discredited 
though not without their proper use; and the ineffective attempts to 
“put teeth in the tax laws,” until they bristled with penalties, fines, 
doomage, and forfeitures. Yet it is not difficult to see why so little 
progress has been made. It is not necessary to seek refuge in such gen- 
eralities as the inertia of political institutions, or the inefficiency of 
democratic government, perfectly valid as such explanations are, as far 
as they go. The excuses can be made much more specific. 

A. GENERAL LACK OF INTEREST AND UNDERSTANDING 

If taxpayers in general could be aware of the defects of the system, 
there would presumably be more intelligent legislative action. As it is, 
legislatures can be moved to serious thought only by exorbitant tax 
burdens, aggravated by deflation and depression, or by the most shock- 
ing evasion of the tax laws and unconscionably corrupt or inefficient tax 
administration. Even such “episodes” often pass without leaving much 
in the way of permanent reform. For example, it has not yet been 
demonstrated that the outrageous conditions that led to and were not 
fundamentally cured by the recent reassessment of Cook County, 
Illinois, will produce anything but mild palliative measures. 

It could not be expected that the rank and file of taxpayers should 
sustain interest in their taxes, beyond evading assessment and com- 
plaining before the collector’s window, so long as those to whom they 
might look for leadership have been unwilling to look beyond their own 
state boundaries for experiences in adjusting tax systems to changing 
conditions . 1 Not until recent years has there been any appreciable 
amount of effort even to secure correct records, to analyze and compare 
conditions in different states and foreign countries through careful 

* Until recently those who professed any interest in or who were able to undertake 
studies of foreign tax systems have been few in number, such as Seligman, Bullock, 
Plehn, and Wells. 
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research. The lack of interest in facts and methods of acquiring and 
applying them has left most of the states with ill selected, incomplete, 
and poorly analyzed and digested taxation records. The size and 
wealth of the country, its isolated geographic position, and, no less, the 
conscious policy of isolation, now apparently disappearing, have aided 
in making not only the taxpayers but also many of those who should be 
leaders in tax reform provincial and self-contained. David A. Wells 
pictures a condition that has yet not greatly abated, and the effects of 
which have been aggravated by the growing economic complexity since 
the day it was penned: 

But popular and plausible as are the arguments and assumptions for such 
a system of taxation, which, in the case of the United States, has been made 
operative under state, municipal and local governments over the persons, 
property, and business of over seventy millions of people, and fortified by a 
vast amount of adjudication, it will require but little investigation and 
analysis to satisfy any one who can divest himself of old prejudices 
of the truth of the following propositions: First, that the assumption that 
it is necessary to assess everything in order to tax. equitably involves an 
impossibility, and therefore unavoidable inefficiency, injustice, and in- 
equality in the administration; second , that, as popularly used in respect to 
matters pertaining to taxation, the term “property” is made to apply equally 
to entities and to symbols or non-entities, which in itself is an absurdity; and, 
finally , that the outcome of all this is a system which powerfully contributes 
to arrest and hinders natural development, to corrupt society, and is with- 
out a parallel in any country claiming to be civilized. And, in illustration of 
this latter point, it may be added that, notwithstanding recent discussions 
and publications, this whole subject is yet so unfamiliar to the people of the 
United States that probably nine out of ten of its best-informed and col- 
legiate educated citizens, and even members of the bar, take it for granted 
that the method of assessing and collecting taxes for local and municipal pur- 
poses is substantially the same all the world over; and would be greatly sur- 
prised to find on investigation that the American system is exclusively 
American and so little esteemed by the people of other countries as to be for 
such reasons strictly “non-exportable .” 1 

B. INDIVIDUALISTIC POLITICAL ATT IT U D ES 

An additional explanation for the retention of the general property 
tax may be found in the characteristic individualism of the American 

1 Wells, Theory and Practice of Taxation , pp. 394, 395. 



CONCLUSIONS 


481 


people, to which doubtless their origin, their experience in conquering 
a wilderness, and their isolated position have contributed. Through 
the general property tax enormous revenue has been collected, al- 
though, relative to tax burdens of other countries, the total tax burden 
has not been heavy. But the taxes have been locally determined, and 
largely voluntarily paid. The obligation to pay taxes has been tem- 
pered by a vitiating voluntary element. The legislatures have set 
forth the bases on which and the methods by which the tax is to be 
computed, sometimes in bewildering detail. For the conscientious, law- 
abiding, and public-spirited taxpayer the path of duty is clear enough, 
usually, if he is willing to disregard the fact that on every side many 
taxpayers do not follow the path thus made plain but, by evading their 
obligation to pay taxes, load vicarious burdens upon others. For the 
tax dodger there runs through the whole mass of tax legislation and 
assessment practices a too tender regard; the benefit of doubt is re- 
solved in his favor. It is true that the legislature prescribes and has 
always prescribed elaborate penalties, but the administrator charac- 
teristically does not invoke them. This is partly explained by the fact 
that the assessor and any other administrator usually finds himself 
without the necessary public support. Often the tax official finds him- 
self in the position of one who is interfering in a family quarrel, on the 
defensive both against the tax dodger and the courts, as if he were still 
a representative of an irresponsible feudal lord or a prince by divine 
right. For example, the legislature has so far generally refused to en- 
large the territorial unit of assessments, although if anything is settled 
in tax matters it is the proposition that effective uniform assessment 
cannot be had with a smaller unit than the county. Likewise, the legis- 
lature, driven thereto by the threatening breakdown of the whole sys- 
tem of taxing property, has set up a more or less consistent hierarchy of 
boards of equalization or review. The conclusion in an earlier chapter, 
that the practice of equalization has done something to make the gen- 
eral property tax psychologically bearable, may be recalled, but it is 
necessary to add that the legislatures have effectively limited the use- 
fulness of the agencies of equalization by imposing upon them all sorts 
of restrictions. 

No less half-hearted is the mass of authorizations to the assessor to 
demand information. Apparently he is liberally endowed with power to 
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demand books and other evidence, as if frequently he could make effec- 
tive use thereof, but often the most obvious channels of information 
are closed. For example, the officers of a bank may not be required or 
may not even be allowed to testify as to the amount of deposits of a 
taxpayer. Similarly, though the laws bristle with penalties for per- 
jury, fines, forfeits, “doomage,” and “fourfolding,” the assessor rarely 
applies them. The really effective remedies, such as invalidity of con- 
tracts for non-rendering, and incapacity on the part of the tax dodger 
to contract, are rarely tried; and, if by chance they are tried, they are 
speedily dropped. Taxation at the source, where experience has proved 
that taxes can be effectively administered, has found only sporadic ap- 
plication, as with bank stock generally, corporate stocks and bonds in 
Pennsylvania, bank deposits in Kentucky, and savings bank deposits 
in New England. Elsewhere the assessor has had to hunt for elusive 
intangibles in the hands of the owner, where they cannot be found. 
The legislatures have been unwilling to heed the recommendations of 
assessors and tax commissions, except in a few states; and they have so 
limited the appropriations — again excepting a few states — for the tax 
departments that the personnel has been inadequate and the basic in- 
formation so scanty as not to warrant recommendations that would be 
worth listening to. Not even for the collection of delinquent taxes is 
there a suitable procedure, and such instructions and permissions to 
sell delinquent property as exist are frequently ignored by the collector. 

The power of the central state tax authority to reassess property 
that has been inadequately assessed, where the remedy cannot be had 
by equalization, is severely restricted, although such power is neces- 
sary, at least as a last resort. It is not intended here to advocate all or 
even any such measures as remedies against tax evasion, but merely to 
point out that by shunning or ignoring them the legislatures and the 
assessors disclose their unwillingness or inability to establish effective 
administration. 

Obviously under such conditions no other tax, yielding comparable 
revenue, could have been administered than one whose base was tangi- 
ble, visible, and immobile. In the assessment of land and of some forms 
of tangible personal property, the voluntary element has been dis- 
pensed with. Where, as with intangibles and miscellaneous personal 
tangibles, the co-operation of the taxpayer is required, the assessments 
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have nearly always been failures. That grievous discrimination pre- 
vails against the few who are assessed on intangibles and tangible per- 
sonalty, appears not to have received much attention. The experience 
with property taxes under such conditions should have led to the ex- 
emption of most forms of personalty as a matter of expediency, if not 
as a matter of justice. That this has not been done must be attributed 
primarily to lack of understanding. 

C. CONSTITUTIONAL RESTRICTIONS 

A related explanation of the persistence of the general property tax 
is found in the practice of loading the written state constitutions with 
specific, detailed provisions relating to taxation that ought to be ac- 
corded only statutory dignity. Certain political principles, or ideas be- 
lieved to be such, which for the time being are deemed to be perma- 
nent, find their way into the fundamental law and are not changeable 
by the ordinary process of legislation. Only through specified proce- 
dure, and usually only on display of overwhelming preference, can 
constitutional amendments be secured. While the uniformity rule is 
now disappearing rapidly from state constitutions, it is to be remem- 
bered that ill considered detailed classifications are no more proper in 
a state constitution than is a general uniformity rule. 

Constitutional provisions tend to guarantee stability in the field of 
taxation; this, within limits, is desirable. Established taxes come to be 
reckoned with in business transactions and business organizations; even 
some degree of inequality in an established system is preferable to an 
unstable system; but a system that is practically rigid and unchanging 
runs to the opposite extreme. Time and again remedies to meet known 
and recognized shortcomings have been barred, although they were 
clearly supported by a majority of voters. In our rapidly changing in- 
dustrial and commercial organization, it is almost certain that more 
harm has been done by too rigid constitutional restrictions, than by 
too frequent changes. “It is beyond the bounds of possibility that the 
wisdom of the present shall suffice for succeeding generations. One of 
the best features any tax system can have is the susceptibility of easy 
modification, and one of the worst is a condition of crystallization .” 1 

1 Lawson Purdy, “Outline of a Model System of State and Local Taxation,” 
Fr^ct dings, 1907, p. 55. 
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D. PRACTICAL DIPHCULTLES 

A retarding factor is found in the fact that the rates of the general 
property tax, by reason of its long and apparently permanent use, have 
become the measures of appropriations for state and local functions and 
for salary schedules of public officials. Likewise, the assessed valuation 
has become a measure for public debt limits. The valuation and the 
rates together have, moreover, become a popularly accepted measure of 
the tax burden. The inconvenience of changing measures for these pur- 
poses may be seen in this statement by the Minnesota tax commission : 

First; the salaries of county auditors and their clerks; of county treasurers; 
and, in part, the salaries of the judge of probate are fixed and determined by 
the assessed valuation of the county; and if property was assessed at true and 
full value as required by law, the salary of every one of these officials would 
be increased to an amount far in excess of that intended by the legislature. 

Second; the indebtedness which counties, villages and towns can incur is 
definitely limited by law; cities of the first class being limited to 5 per cent 
of their assessed valuation, and the other municipalities to 10 per cent. If all 
property was assessed at its true and full value it would be possible for all of 
these municipalities to increase their indebtedness at least threefold. 

Third; the power of counties, cities, villages, towns and school districts to 
raise money by taxation is definitely limited by law to certain maximum 
rates. For example, the highest rate that Can be imposed in any county for 
general revenue purposes is 1 per cent. The same thing is true at varying 
rates for all the other municipalities. It is plain, therefore, that the amount 
of money any municipality can raise by taxation is limited by the amount 
of its assessment, and it is equally plain that if property in any municipality 
is assessed at true and full value it can raise three times as much as if the 
assessment was made at one- third of full value. The rate of taxation in many 
communities has already reached the maximum, and if assessments were 
made a higher per cent of the true value than the prevailing custom, taxes 
would undoubtedly be much higher than they are at present. 

Fourth; a very considerable part of the revenue obtained by direct taxa- 
tion is derived from taxes levied for certain specific purposes at rates which 
are definitely fixed by law, such as the one mill school tax and the one-tenth 
mill tax for the soldier’s relief fund and the like. The rate of these taxes re- 
mains the same year after year regardless of the valuation of the state or of 
the needs of the institutions for which the tax is levied, and it can only be 
changed by amending the law. The aggregate rate of all these so-called 
special taxes at present amounts to 2.58 mills on each dollar of assessed valua- 
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tion, and the total revenue derived from them in 1911 was approximately 
$3,000,000. If property in that year had been assessed at its true and full 
value as provided by law, these taxes would have been increased fully three- 
fold, and would probably have amounted to more than $9,000,000. 

In short, if the law requiring that all property shall be assessed at its true 
and full value were rigidly enforced it would inevitably result in a large and 
needless increase in taxes; in a great and uncalled for increase in salaries; 
most likely in a great increase in municipal indebtedness; and in a general and 
unwarranted demoralization of the entire revenue system. 1 

These objections to sudden 100 per cent assessment are not insuper- 
able, nor are they equally valid in all states; but in some degree they 
are present everywhere. In all states appropriate amendments of the 
laws would overcome the maladjustments. Such amendments would, 
however, raise many questions, for the settlement of which new bases 
would have to be found. The legislature hesitates to raise questions 
which may be difficult to settle. The alternative resorted to in a num- 
ber of states is the legalization and continuation of current practices 
through the establishment of fractional assessment ratios, or by other 
means. In general, the effect is to leave conditions unchanged and to 
prevent fundamental reform. 

Similarly, the interrelationships of the tax rates and the diverse 
levy limits, bond limits, salary schedules, and other fiscal measures 
have tended to prevent the adoption of auxiliary sources of revenue, 
which might in time be expected to relieve property and to achieve a 
more suitable apportionment of the tax burden. It is, for example, a 
familiar fact that perhaps the most effective argument against the 
adoption of state income taxes has been the allegation that any such 
tax would be merely “another tax”; that the local levies would con- 
tinue as they were. And it must be admitted that, at least temporarily, 
some such increase in the total tax revenue will occur unless precau- 
tions, perhaps in the tax rate limits, are taken. Such readjustment . 
opens up questions not easy to settle; and the legislature avoids them 
when it can do so. The experience of Wisconsin and Kansas proves that 
neither the introduction of an income tax nor the shift to a higher 
assessment ratio need involve even temporarily higher taxes, if the 
proper precautions are taken. But these precautions axe difficult to 
take. 

1 Report , , 1912, pp. 105, 106. 
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E. D IFFIC ULTI E S IN FINDING SUBSTITUTES 

Moreover, no matter how fully the defects of the general property 
tax are understood, it is difficult to find any other tax or taxes that will 
be equally productive. The poll tax was overworked in colonial times. 
It has of course become increasingly unsuitable with our rapid eco- 
nomic development, and has properly been abandoned or relegated to 
a position of negligible fiscal importance. Not until Wisconsin in 1911 
demonstrated the possibilities of state income taxes was this source of 
revenue deemed to be of practical importance. Thus the “faculty” ele- 
ment in the colonial composite tax base has been largely unexploited 
for state and local purposes until the present day. And, where such 
taxes have been considered, their adoption has been retarded by the 
largely erroneous but prevailing belief that their use by isolated states 
would be harmful to business. It is difficult to get forty-eight states to 
move simultaneously for income taxation, or for any other tax reform. 
Taxes on sales and business have been hampered by the restrictions 
upon interstate commerce which perhaps are inevitable in a federal 
form of government. Their deleterious effects upon business, if pressed 
for revenue comparable to that of the local property taxes, are much 
more plausible than those alleged against the income tax. Sales 
taxes or special taxes for special purposes, such as the taxes on 
motor fuels and motor vehicle license taxes, have provided some relief; 
and in some of the states, at least, these particular taxes have not yet 
attained their potential capacity for revenue. The cases where such 
special-purpose taxes are practical appear, however, to be few. 

The general property tax, such as it is, has demonstrated its capacity 
for elasticity of yield. The simple expedient of raising or lowering the 
rate has sufficed to adjust the revenue to real or supposed needs. It 
has yielded enormous sums. Elasticity could be attained in s imila r 
automatic fashion, with other taxes, such as the income tax. The auto- 
matic elasticity of the general property tax has unf ortunately rendered 
unnecessary a careful consideration of alternative elastic sources. 

H. NEEDED MODIFICATIONS 

The tenacity with which the general property tax persists in all the 
states for local though not for state purposes suggests that taxes on 
property ought to be continued. If state legislatures can find no suitable 



CONCLUSIONS 


487 


alternatives, there appears to be nothing else to do. Fortunately, the 
thing they are driven to do is also the correct thing, with two important 
reservations. First, while taxes on property should be continued, the 
principle of the general property tax is unsound and should be aban- 
doned wherever it still persists, as the preceding chapters should show; 
and the property tax systems of the future should differ in important 
respects from those now existing. Second, property taxes should be 
supplemented by other taxes. 

A. CHANGES IN THE TAX BASE 

The most important change required in order to make the property 
tax workable is a change in the tax base. The controlling principle 
should be that all wealth, or all tangible property, should be taxed un- 
less good reason could be shown for exemption. It is not, however, nec- 
essary to tax everything tangible in order to tax equitably. It is prob- 
ably necessary to tax all real property except that publicly owned, 
or otherwise exempt for good reasons. The presumption for the 
taxation of all real property uniformly is good until actual conditions 
demonstrate the contrary. 

As for productive personal property, this would also hold true, un- 
less there should be some species which in practice could not be listed 
and appraised with approximate completeness. It would be better then 
to exempt them than to seek vainly to assess what cannot be reached . 1 
It is not to be anticipated that the administration that should be pro- 
vided could not assess effectively practically all productive tangible 
personal property. But should the contrary be true, and some species 
prove to be improperly assessed, no principle will be violated by ex- 
empting them. The incidence of the tax will, whether all or only some 
producers’ capital is taxed, be on owners of capital in general, after a 
necessary adjustment of prices of things taxed and not taxed. Nor is 
any principle violated by classifying producers’ capital for differential 
taxation if actual conditions should demonstrate the expediency of such 
a move. 

Turning to consumptive tangible personalty, we are led to the con- 
clusion that expediency and justice both dictate its exemption. Such 

* Such is evidently the intention of the new (1931) classification system of Ohio 
(cf. chapter vii, Table 38, supra). 
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tangibles are not in practice readied with a satisfactory degree of com- 
pleteness, Their assessment is always annoying and therefore ineffec- 
tive. But, if certain spedes of consumptive, personal tangibles are to be 
taxed, the list should be limited to a few conspicuous classes, which are 
within reach of the assessors and which can be taxed equally and uni- 
formly to all taxpayers. In any case there should be no deductions for 
debts. 

As for intangibles, they should not be taxed as general property. 
If exceptions were to be made for certain nonrepresentative intangibles, 
such as corporate excess, patents, copyrights, the exceptions could be 
justified, if the practical difficulties in reaching such property were not 
so great as to make the attempt doubtfully worth while. Representa- 
tive property, as shown by practical experience during three centuries 
of property taxation, cannot be assessed; the difficulties are increasing 
with the complexity of economic life. Justice dictates that they should 
not be taxed as general property, if discriminatory double taxation is to 
be avoided. The classified property tax, at best, is a compromise. Since, 
however, on the whole, a low-rate tax on intangibles yields at least as 
much revenue as would be secured from the general property tax, the 
low-rate tax is far more desirable on grounds of justice, since it does not 
seriously burden anyone and greatly increases the number of contribu- 
tors, thus apportioning the burden much more equitably. The general 
property tax on representative intangibles is indefensible from any 
point of view. It is not inconceivable, however, that a state tax system 
might be so modified as to warrant a light or moderate, perhaps pro- 
gressive, tax on net assets. An example of such a tax is the national 
German Vermogenssteuer, which is in addition to state taxes on land 
and houses. 

The practical difficulty that will doubtless be met in many of the 
states in changing the tax base as proposed, particularly with respect to 
the exemption of intangibles, is that it seems to exempt the rich man 
whose holdings are in the form of intangibles, and taxes the poor farmer 
and homeowner, in short every owner of tangible property. But that is 
not in effect what occurs. It is to be remembered that some poor per- 
sons hold some intangibles, on which they are more likely to be taxed 
than are the rich, while some rich persons hold tangible property. 
And it is not proposed to exempt the rich investor, but merely not to 
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tax his securities as property; this is nowhere being done in practice and 
cannot be done. A supplementary advantage of the tax base as pro- 
posed is that the change would greatly simplify administration. 

The change in the tax base should be accompanied by a criterion of 
value, or a substitute for value, where market value is not available. 
Where sales are few and nonrepresentative, the market value criterion 
must be a constructive value. Such a value basis, when developed by 
technicians, should be accepted as of equal validity with the market 
value. 

On such a basis the property tax would become a tax in rem , on 
things as such, or on possessions. If it retained the name of a property 
tax, as it probably would, the term would have a different connotation 
from that it now has in law. But the basis is substantially the basis 
recommended for the “Model System of State and Local Taxation,” by 
a committee reporting to the Twelfth National Tax Conference in 
1919, 1 as follows: 

The second part of the system proposed by the committee is a tax upon 
tangible property, levied exclusively at the place where such property is 
located. By this means the several states will be able to satisfy adequately 
and fairly their just claims in respect of property enjoying protection and 

other benefits under their laws Concerning this tax, it will be observed, 

we recommend that it be confined to tangible property and that intangible 

property of all descriptions be exempt from taxation as property 

Whether tangible property should be taxed at a uniform rate or should be 
classified for taxation is a question that requires careful consideration and 
one concerning which there may be difference of opinion. It is the judgment 
of the committee, however, that a distinction should be drawn at least be- 
tween real estate and tangible personal property, and that the latter should 
receive a separate classification. The reasons for this conclusion are, in the 
first place, the difficulty of inforcing strictly a tax upon many kinds of tangi- 
ble personal property at the high rates of taxation which under present con- 
ditions our states commonly impose and must continue to levy upon real 
estate Where the general rate of taxation is low, the difficulties at- 

tending the taxation of tangible personal property may be less serious; but 
at the commonly prevailing rates of $1.50 or $2 per $100, we believe that 
strict enforcement of a tax upon tangible personalty will continue to be found 

1 Proceedings , XII, 426-70. Reprinted in C. J. Bullock, Selected Readings in Pub- 
lic Finance , pp. 491-532. 
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most difficult and even impossible In our opinion, the rate of taxation 

upon tangible personal property should not exceed $i per $100. At that rate 
it is probable that, with suitable provision for enforcement, the tax will yield 
not less than is now collected at the higher rates usually applied to property 
in general, and may even yield something more. Experience may show that 
even a lower rate, perhaps $0.80 per $100, may be preferable; only experi- 
ence can determine this point. 

It is evident that the committee had in mind a much more flexible 
system than now prevails, both with respect to the tax base and the 
tax rate. Reference to earlier chapters of this volume will disclose sug- 
gestions as to some of the forms the greater flexibility might assume. 
In general, the maximum rate must apply to real estate. The rate for 
tangible personal property considered by the committee is the optimum 
rate, the rate that will yield the maximum revenue. The lower rate on 
tangible personalty, preferably a uniform rate throughout the state, 
can be defended also on grounds of equality and justice toward the 
taxpayers. Possibly, also, it might be desirable to rely more heavily on 
the socially created values of bare land. Possibly, also, a differentially 
low rate might be applied to improvements. Consumers goods might 
be exempted or accorded a still lower rate. Moreover, not all classes of 
personalty and improvements might, expediently, take the same rate. 
In fact, one can set up a structure as flexible and variable as one 
pleases. Both flexibility and variability are, however, limited by the 
requirement that the tax system shall be as simple as possible. In any 
event, the prevailing idea of property as a homogeneous mass will 
doubtless long prevent any elaborate classification of tangible personal- 
ty. But it is of capital importance that intangibles shall be exempt 
from taxation as general property. 

The property tax as thus based on the capital value 1 of the tangibles 
selected as tax bearers will not, of course, bear any necessary relation 
to the income from the taxed property. For reasons set forth at length 
in previous chapters, no ad valorem tax can bear any reasonable rela- 
tion to this income. And the property tax does not touch income from 
other sources at all. Such relationship as should exist between all taxes 
and all income must be effected through supplementary taxes, chiefly 


1 Or some equivalent accepted base. 
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on income directly. The property tax should be “considered in its true 
light as a cost” of holding the property taxed . 1 

B. POLITICAL AND ADMINISTRATIVE CHANGES 

Throughout this entire volume has run the thought that constitu- 
tional restrictions upon the legislature should be limi ted to a minimum. 
Certain other changes would measurably serve to make taxes on prop- 
erty more workable, more equitable. The segregation of sources of 
state and local revenue is not one of these changes. For the state owes 
a duty toward the local units in the way of supervision and control of 
local finances, including the assessment of property for taxation. It is 
desirable that the local units shall be allowed all the freedom and initia- 
tive consistent with effective administration . 2 But the widening of the 
areas affected by the locally performed public services has necessitated 
centralization of control of local property taxes, as well as of these 
functions themselves. The state may, for example, assume the cost of 
construction and maintenance of highways, or it may control local 
educational services through state aid. It may prescribe uniform rates 
for certain classes of property, such as intangibles, so long as the pre- 
tense of taxing them is continued; or it may itself administer the tax 
and distribute it to the localities, as is done with the tax on railroad 
property in Michigan or the income tax in Delaware. 

While an extended discussion of local governmental units is not in 
order here, it is proper to say that the extreme decentralization of local 
functions, as exemplified in the local school districts, has aggravated 
the inequalities of property taxation by bringing more sharply into re- 
lief the discrepancies that exist between locally performed public serv- 
ices and the taxable property valuations on which they are supported. 
Unquestionably, many local taxing districts are uneconomically small, 
and, for that reason, not only produce wide variations in tax rates, but 
also suffer from excessive taxes resulting from uneconomical organiza- 
tion. For reasons of effective administration, the territorial assessment 
unit should be no smaller than the county. 

1 Mabel Newcomer, “The General Property Tax and the Farmer,” Journal of 
Political Economy , XXXVIII (1930), 66. 

a Cf. Mabel Newcomer, “Tendencies in State and Local Finances,” Political 
Science Quarterly , XLD 3 (1928), 1-31. 
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The assessors and the tax commissioners 1 should in most of the states 
be better paid and better qualified than at present, and allowed ade- 
quate funds to provide expert and clerical help, as well as office equip- 
ment. Wherever possible the assessors should be appointive for long 
terms; this is equally true of the members of the state tax commission. 
The most important requirement is that these officials shall accumulate 
and use adequate information to serve as the basis of valuations in 
order that the assessment may be removed from the realm of guess 
work which has characterized local assessments and also some central 
assessments. The original assessment is the pivotal part in the entire 
procedure of the property tax assessment. 

C. SUPPLEMENTARY TAXES 

If the tax burden is to rest equitably upon all the citizens of a state, 
it is necessary that most of the states resort to supplementary taxes to a 
greater extent than they are doing now or appear to be disposed to do 
in the near future. For property is not the sole measure or evidence of 
tax-paying capacity. An increasing share of the national income is de- 
rived from processes not directly or appreciably connected with prop- 
erty. The recipients of this part of the national income possess tax- 
paying capacity, and for this and other reasons they should pay more 
than they now do toward the support of state and local governments . 3 
Such supplementary taxes are important because by reducing the 
amounts that must be raised from property taxes they reduce more 
than proportionately the inequalities and other difficulties of property 
taxation. Whether these other sources of revenue shall be in the form 
of taxes on income, on sales, or on some other basis, is another story. 

1 For a statement of minimum powers of the state administrative tax commission, 
cf. “Report on a Model System of State and Local Taxation,” op. cit., pp. 463-65. 

fl Cf . Ibid., pp. 426-70. The other two principal parts of the recommended model 
state and local tax system were (1) a personal income tax, and (2) a business income 
tax. 
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equalization, 364, 377, 382, 388-89, 
437-38 

exemption, 127, 140, 157 
farm taxes, 70-72 
intangibles, 114, 1 17, 122 
Juul law, 474 

non-listing, 264, 266, 269, 275-76 
reassessment, 408-13 
Special Tax Commission of 1910, 389 
state board of equalization, 377 
tax commission, 298, 364, 377, 389, 
397, 409, 437, 475 

tax rates, 462, 464, 467-68, 474“75 
uniformity, 162-63, 165 
Illinois Agricultural Association, 297- 
98, 409 

Illinois Central Railroad, 103, 157-42 1 
Incidence of 

differential taxes, 54-55 
taxes on 
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consumers goods, 56 
improvements, 59-61 
land, 61-62 

non-representative intangibles, 54 
producers capital, 56-57, 59 
representative intangibles, 55-56 
Indiana 

administrative control, 475-76 
assessment, 287, 294, 301, 332, 335, 
337, 353, 392 

central assessment, 421, 425, 435 
collection, 314 
constitution, 37, 39 
equalization, 364, 369, 378, 385 
exemption, 141, 152 
farm taxes, 70-72, 94 
intangibles, 108, 115, 122 
sales-value check, 286-87, 294 
Special Tax Commission of 1916, 
294~95, 302 

tax commission, 364, 369, 397, 400, 
475-76 
tax rates, 462 
insurance companies, 121 
[owa 

assessment, 285, 287, 332, 336-37, 
353, 355-56, 392 
average value, 219 
banks, 206 

board of assessment and review, 364, 

, 3 ?Z . 

classification, 175, 194 
collection, 313-14, 3*7 
constitution, 38 
equalization, 364, 371 
farm taxes, 70-72, 94 
intangibles, 120, 122, 273-74 
non-listing, 273-74, 276 
sales-value check, 286-87 
uniformity, 164-65 

fames, A. E., 297, 301, 306 
fensen, J. P., 99, 126, 157-58, 211, 269, 
271-72, 323-24, 326, 340, 379, 381, 
402 

[ones, F. R., 30-31 
Kansas 

assessment, 219, 266, 294, 299-300, 
332, 334, 336-37> 340, 347, 352- 
53, 393, 413, 445-46, 485 
banks, 209-10 
central assessment, 423, 433 
classification, 173, 175-76, 197-98, 
223 


collection, 311, 313-14 
constitution, 38-39, 42, 103 
delinquency, 323-24 
equalization, 364, 376-77, 382, 400, 
402 

exemption, 140, 153 
farm taxes, 70-72 

intangibles, 114, 120, 122-23, 204, 
274, 276 

sales-value check, 286, 288, 294, 299- 
300 

Tax Code Commission, 237, 323-24 
tax commission, 223, 266, 288, 336, 
364, 382, 397, 400, 402 
tax rates, 248, 473 
undervaluation, 284, 288 
Kendrick, M. S., 266, 315 
Kentucky 

assessment, 276, 332, 340, 353, 355, 
358 

central assessment, 425-26, 442 
classification, 173, 175, 177, 184-86 
collection, 309, 314-15 
constitution, 36, 38, 42, 161 
Efficiency Commission, 184, 186, 
247, 340, 355, 364 
equalization, 364 

intangibles, 120, 122, 185, 274, 277- 
78 

non-listing, 262, 265, 273-74, 276- 
78 

segregation, 247 

tax commission, 264, 397 

Tax Commission of 1912, 262, 265, 

273, 277-78 

Tax Commission of 1924, 187, 355 
tax rates, 464-65 
uniformity, 161, 165 

Lefler, G. L., 99 

Leland, S. E., 2, 84, 171, 173, 175, 182, 
187, 190-93, 201, 266, 269, 272, 274, 
276 

Leroy-Beaulieu, P., 85 
Levine, Louis, 182, 240 
Loeb, Isidor, 462 
Lord, S., 212 
Lotz, J. F. E., 84 
IrOtz, Walther, 50, 86 
Louisiana 

assessment, 332, 349, 358, 432 
average value, 219 
classification, 175, 195, 242 



524 PROPERTY TAXATION IN THE UNITED STATES 


Louisiana - — Continued 
collection, 309 

constitution, 37, 39, 4i“4 2 > 103, 242, 
349 

equalization, 364, 368 
exemption, 137, 141 
intangibles, 122 
tax commission, 364, 397 
tax rates, 461, 464 
uniformity, 165 

Louisville and Nashville Railroad, 184 
Lump-sum apportionments, 25, 30-31, 
35, 252, 254 

Lutz, H. L., 108, 288, 302, 343, 351, 353, 
361, 369-70* 375-77, 381, 384, 388, 
393-94, 408, 420, 435 

McFadden, E. H., 145 
McMahon, T. C., 200 
Maine 

assessment, 332, 338, 424 
banks, 215 

classification, 175, 196 
collection, 314 
constitution, 37, 42, 338 
equalization, 361, 364, 370 
exemption, 137, 140, 152 
imprisonment for taxes, 307 
intangibles, 118, 122 
motor vehicle taxes, 138 
state board of assessors, 137, 364, 
370 

Market value, 439-41* 454 
Maryland 

assessment, 274, 276, 332, 334, 337, 
339* 4i8 
banks, 206, 215 
classification, 175, 193, 197 
collection, 309, 311, 314 
colonial tax system, 34 
constitution, 34, 39-40, 101 
equalization, 364-67 
intangibles, 114, 122, 274 
poll tax, 34 
quitrents, 20 
sales-value check, 286 
Special Tax Commission of 1888, 
117, 149, 337, 339 

Special Tax Commission of 1912, 286 
tax commission, 364, 397 
uniformity, r65 
Massachusetts 

assessment, 175, 33 2 , 338, 342, 352, 

419 


banks, 209-10, 215 
collection, 31 1, 315 
colonial tax system, 27, 263 
commissioner of corporations and 
taxation, 364, 397, 404 
constitution, 36, 338 
early taxable situs, 109 
equalization, 36r, 366, 369 
exemption, 125, 128, 139, 152 
farm taxes, 94 
intangibles, 119, 122, 124 
motor vehicle taxes, 138 
non-listing, 263-64 
Special Tax Commission of 1874, 
149, 167 

tax rates, 460, 475 
uniformity, 165 
Means, D. M., 83 
Mellon, A. E., 135 
Merriam, C. E., 475 
Merrill, J. J., 245 
Michigan 

assessment, 288, 332, 338 
board of tax commissioners, 143, 174, 
364, 397, 400, 406, 429 
central assessment, 196, 256, 425, 
429-30, 433 

classification, 174-75,196 
collection, 309, 311-12, 314, 317 
constitution, 38-39, 42, 162-63, 196 
delinquency, 327 
Economic Soil Survey, 233 
equalization, 364, 368, 378, 381, 385 
exemption, 139, 143 
farm taxes, 94 
forest property, 232-33 
intangibles, 120, 143, 196 
mineral property, 235-37, 239 ' 
railroad property, 196, 415 
reassessment, 405-7 
sales-value check, 288 
segregation, 256, 260 
tax rates, 460, 464 
tonnage tax, 196 
uniformity, 162-63, 165, 196 
Miles, R, E., 472 
Mfil, J. S., 83 

Mfiler, E. T., no, 263, 267-68, 273, 341- 
42, 346, 348, 352, 395 
Minnesota 

assessment, 266, 275-76, 332, 334- 
, 36, 343, 353, 358, 392, 402, 444-46 
banks, 206, 208, 212 
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bushel tax, 138 

central assessment, 421, 423, 433, 438 
classification, 173, 175, 177-79, 220 
collection, 313 
constitution, 39, 42 
delinquency, 226-28, 327 
equalization, 365, 371-72, 377, 385, 
438 

exemption, 139, 141, 157 
farm taxes, 70-72 
fiscal obstacles to tax reform, 484 
forest property, 226 
gross receipts tax, 138, 238, 251-52, 
260 

intangibles, 120, 122, 274 
mineral property, 235, 238-39, 241 
motor vehicle taxes, 138 
occupation tax, 241 
regressivity, 295-96 
reassessment, 404-5, 407 
royalties tax, 241 
sales-value check, 286-87, 451 
segregation, 251-52, 257, 260 
specific tax, 219 

tax commission, 177, 179-80, 236, 
241, 2 66, 336, 365, 392, 397, 400, 
402-4, 4 22 - 2 3 , 438 , 485 
tax rates, 460, 465, 470-71, 484-85 
uniformity, 163, 165, 177 
Mississippi 

assessment, 332, 365 
collections, 309, 314, 3x7 
constitution, 37-38, 40, 161-63 
exemption, 117, 153 
intangibles, 117, 119, 122 
tax commission, 365, 397 
uniformity, 161-63 
Missouri 

assessment, 332, 334-3 S, 340, 344, 
35 o, 358 , 413 
average value, 219 
central assessment, 420-21 
constitution, 37, 40, 162, 370, 381, 
420 

equalization, 365, 370-71, 380-81 
farm taxes, 94 
intangibles, 1x7, 119, 122 
tax commission, 365, 370, 380-81, 
397 , 420 

tax rates, 461, 463-64 
uniformity, 162, 165 
Mitchell, G. W,, 164, 285, 287, 385 
Modifications in tax base, 487-90 
Moll, Bruno, 48, 51, 86 


Moneyed capital 

“competing,” 205, 207-10 
taxpaying capacity, 204 
Montana 

assessment, 274-76, 332, 349, 444, 
448 

banks, 210 

board of equalization, 181, 240, 324, 
, 365,397 

classification, 173, 175, 177, 181-82, 
220, 223 

collection, 31 1, 313-14 
constitution, 41, 161 
delinquency, 324-25, 328 
equalization, 365 
exemption, 127 
intangibles, 118, 124, 274-75 
tax rates, 461 
uniformity, 161, 163, 165 
Mortgages 
chattel, 107 

domestic exempt, 118, 198 
evasion by, 120, 194 
real estate, 107, 194 
recording tax, 175, 191, 194 
Multiple taxation, 55, 122, 205, 277-79 
Municipal assessors, 335, 340 

National Conservation Commission, 
230-31 

National income 

percentage taken by all taxes, 15, 17, 
95 , . 

percentage taken m property taxes, 
15 , 17 

National Industrial Conference Board, 
2, I 3 -I 5 > 17 . 98 - 99 . 134 - 35 . 310, 

314 , 317 , 331 . 361. 364 , 378 , 394, 474 
National Tax Association 

Bulletin , 2, 84, 171, 2x1, 220, 454, 
472-73 

Committee on Forest Taxation, 231 
Committee on Tax Exemption, 125, 
13 7 , i 43 

Committee on Uniform Listing of 
Real Estate, 222-23 
Proceedings , 36, 99-100, 105, 108, 
125, 137, 143, 166, 181-82, 187, 
191-93, 200-201, 210, 212, 215, 
218, 222-26, 231-32, 236-37, 243, 
245; 249; 256, 267, 274 ; 293-94, 
302, 323, 348, 360, 436, 440, 447“ 
48, 451-52, 456-57, 462-63, 476, 
489, 492 
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National Tax Foundation, 331, 394 
Nebraska 

assessment, 276, 287, 305, 332, 335, 
338 , 392 

average value, 219 
banks, 206, 209 

central assessment, 419-20, 438 
classification, 175, 197 
constitution, 40, 42, 102 
equalization, 365, 370, 382 
exemption, 138, 141, 152 
farm taxes, 70-72 
intangibles, 119-20, 122, 124 
sales-value check, 286-87 
tax commission, 365, 382, 397, 438 
uniformity, 163, 165 
Nelson, R. W., 164, 285, 287, 384 
Nevada 

assessment, 332, 424, 447 
collection, 311, 313-14* 3 2 7 
constitution, 40, 160 
equalization, 365, 370 
exemption, 127, 141, 152 
intangibles, 107-8, 1 17-19 
tax commission, 365, 370, 397 
uniformity, 161, 165 
New Amsterdam, 34 
New England 

assessment, 334, 34 2 * 44 2 
apportionment, 460 
equalization, 369, 371 
exemption, 128, 137, 156 
savings bank deposits, 115, 175, 215- 
16 

tax rates, 464-65 
New Hampshire 

assessment, 332, 338, 434 
banks, 215 
classification, 175-76 
collection, 31 1, 314 
colonial tax system, 27-30 
constitution, 36, 42, 101-2 
equalization, 365, 368 
exemption, 138 
farm taxes, 81 
imprisonment for taxes, 307 
intangibles, 115, 118, 122 
motor vehicle taxes, 138 
tax commission, 365, 397, 399 
tax rates, 460 
uniformity, 165 
New Jersey 

assessment, 332, 349, 444 
banks, 206, 215 


board of taxes and assessment, 365, 
397* 400 

classification, 174-75 
collection, 309, 311-14 
colonial tax system, 35 
constitution, 36, 38, 40, 162-63 
equalization, 365 
exemption, 139 
farm taxes, 94 
imprisonment for taxes, 307 
intangibles, 115, 117, 119, 122 
motor vehicle taxes, 138 
segregation, 247, 254 
tax rates, 460 
uniformity, 163, 165 
New Mexico 

assessment, 332, 340, 348, 447 
classification, 175, 197 
collection, 312-13 
constitution, 42 
equalization, 365 
exemption, 127, 141 
intangibles, 115, 119 
mineral properly, 240 
tax commission, 365, 397 
tax rates, 461-62 
uniformity, 163, 165 
New Orleans, 368 
New York 

assessment, 265-66, 285, 333, 335, 
340 , 343 * 347 , 394 , 413 * 415 
banks, 206, 209-10, 215 
central assessment, 419, 434-35 
classification, 175, 194 
collection, 309, 313, 315 
colonial tax system, 34 
Committee on Taxation and Re- 
trenchment, 128-29, 135, 139, 
144-46, 150, 435 
constitution, 36, 38, 42 
equalization, 365, 371, 378, 381, 383- 

85 

exemption, 125, 128-29, 139, i4i-4 2 > 
„ * 57 , 159 
farm taxes, 70-72 
forest property, 232 
intangibles, 1 14-15, 119-20, 122, 
168, 194 

motor vehicle taxes, 138 
quitrents, 20 

segregation, 244-45* 2 54, 260 
“sucker sales,” 63 

tax commission, 129-32, 137, 140- 
41, * 45 ; 163; * 94 , 345 ; 328; 33 *; 
3 ^ 5 ; 377 ; 381, 394 ; 397 ; 400, 403-4 
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tax delinquency, 327-28 
tax rates, 460, 464 
uniformity, 163, 165 
New York City, 453, 465 
Newcomer, Mabel, 74, 76, 243-44, 254, 
491 

Non-listing 

early conditions, 263-64 
effects of low rates, 275-76 
index of, 276 
intangibles, 272-74 
penalties for, 347-50? 354 ? 35 $ 
public opinion and, 279 
real property, 262 
tangible personalty, 265, 267-72 
North Carolina 

assessment, 275, 333, 335, 350, 421 
banks, 206 

collection, 309, 312, 314, 316 
colonial tax system, 33 
commissioner of revenue, 398 
constitution, 36, 40, 162-63 
equalization, 365, 371, 378, 382, 385, 
438 

farm taxes, 82 

intangibles, 114-15, 119, 122, 202 
quitrents, 33 
segregation, 247 

Tax Commission of 1928, 202, 275, 
3x6, 320, 331, 378, 4.38 
tax delinquency, 320-22, 324, 326 
uniformity, 162-63, 165 
North Dakota 

assessment, 332, 392, 447-48 
central assessment, 419-20, 438 
classification, 175, 195, 220 
collection, 31 1, 313-14 
constitution, 41-42 
equalization, 365, 371, 382 
exemption, 127, 138, 141, 151-52 
farm taxes, 94 
intangibles, 114, 1x8, 122 
motor vehicle taxes, 138 
tax commission, 398, 438, 447 
tax rates, 462, 465 
uniformity, 161, 165 
Northwest Territory, 43 

Ohio 

assessment, 275, 333, 337-38, 349 - 
50 , 353 - 54 , 356 , 358 , 392 , 435 , 44 * 
classification, 175, 177, 183, 197 
collection, 312-14, 354 
Committee of 1926, 320, 322 


constitution, 37, 39, 42, 45? *03? 162 
debt control, 472, 476 
distrust of legislature, 45 
early tax system, 43-44 
equalization, 361, 365, 368, 372, 378 
exemption, 107, 116, 141 
farm taxes, 70-72, 94 
intangibles, 114, 120, 122, 204 
Smith law, 469 

tax commission, 275, 319, 365, 398, 
400 

tax delinquency, 319-22 
tax rates, 462, 468-69, 471-72, 476 
uniformity, 44-45, 162, 165 
Oklahoma 

assessment, 333, 355, 358, 419 
average value, 219 
board of equalization, 365, 398, 400 
classification, 175, 196 
collection, 313-15 
equalization, 365, 368-70 
exemption, 127, 141 
intangibles, 108, 117, 120, 122-23 
mineral property, 239 
segregation, 247 
tax rates, 462, 464-65 
uniformity, 163, 165 
Oregon 

assessment, 281, 333, 430 
banks, 209, 210 
collection, 229, 309, 314-15 
constitution, 39, 161, 463 
equalization, 365, 382 
exemption, 141, 151 
farm taxes, 70-72 
intangibles, 108, 114, 118, 122 
motor vehicle taxes, 138 
tax commission, 365, 382, 398-99 
Tax Commission of 1905, 463 
Tax Commission of 1923, 282, 463 
tax rates, 460, 462-64 ’ 
uniformity, 161, 165 

Pacific Coast states, 232 
Palo Verde, Calif., 328 
Parker, Coralie, 33-34? 68 
Pennsylvania 

anthracite coal, 241 
assessment, 276, 333, 337, 342, 419 
classification, 175, 189-91, 220 
collection, 309, 314 
colonial tax system, 35 
constitution, 36, 38, 42, 102 
equalization, 365, 371, 382 
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Pennsylvania — Continued 
exemption, 141 
farm taxes, 82 

intangibles, 120, 122, 190-91 
motor vehicle taxes, 138 
railroad property, 415 
secretary of revenue, 398-400 
segregation, 247, 260 

Personal property 
discrimination, 306 
definition, 106-9 
transformation of, 109 

Peterson, William, 236, 448 

Pettis, C. R., 232 

Phelan, R. V., 348, 374, 436 

Philadelphia, 325 

Phillips, J. B., 293, 302 

Pigou, A. C., 83 

Plehn, C. C., 65, 168, 243, 249, 252, 255 
280, 479 

Political adjustments needed 
administration, 492 
constitutional flexibility, 491 
supplementary taxes, 492 
taxing units, 491 

Poll taxes, 27-30, 32-34, 45 

Powers, L. G., 222 

Property tax concepts 
a capital levy, 85 
on equities, 49-50, 167-71 
European forms, 85-86 
a fixed charge on property, 75, 248 
a hybrid tax, 48 

on possessions, 49, 104-5, 118, 168- 
71 

property taxation sound, 59, 77 
m relation to income, 96-97, 220 
a specific tax, 448 
a supplementary tax, 85 

Property taxes 

burden of and administration, 95 
medieval literature on, 84 
and personal misfortunes, 96 
and the price level, 88 
rationalisation of 

on benefit principle, 78-79, 82 
as a cost charge, 220 
as established taxes, 75 
on principle of ability to pay, 83 
and variable incomes, 96 


Property tax revenue 
amount, 2-4, 6, 10, 12 
per capita, 2, 4, 6, 9-10 
percentage of all taxes and special 
assessments, 2-6, 9-10, 12, 14 
percentage of national income, 15, 17, 
75 

by political units 
all units, 15, 17 
cities, 9-1 1 
counties, 6, 16 

other American units, 11-12, 16 
other countries, 85 
school districts, 11-12 
states, 4, 15 

Providence, R. I., 440-41 

Public utility property 
assessment, 415 
judicial relief, 304 
municipalized, 142 
overassessment alleged, 304 
special taxes, 121 

Purdy, Lawson, 453, 483 

Quitrents 
definition, 20 

effects upon property taxation, ax, 68 
revenue, 20, 33, 68 
similarity to taxes, 68 

Real property 

definition, 105, 107-9 
discrimination, 306 
transformation of, 109 

Reassessment 
applied in 

Illinois, 408-13 
Michigan, 405-7 
Minnesota, 404-5 
Wisconsin, 407-8 
court decisions, 405, 407-8 
definition, 404 
effects of, 405-6, 411-13 
as last resort, 404, 407 
opposed, 407-8 
restrictions, 406-7, 413 
substitute, 408, 414 

Reeves, C. E., 45s, 4 55-56 

Regressivity, 294-96 

Relief in court, 304-5; 358, 363, 366 

Reutter, Herman, 85 
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Rhode Island 

assessment, 276, 333, 358, 419 
banks, 215 
classification, 175 
constitution, 39 
equalization, 365-66 
exemption, 137, 140, 152 
intangibles, 114, 120, 122 
tax commission, 365, 398 
uniformity, 165 
Ricardo, David, 62 
Rightor, C. E., 87 
Ripley, 3a, 263, 345 
Robinson, M. H., 28-30 
Rocky Mountain Division, 138, 239-40 
Roosevelt, F. D., 145 

Saint, J. E., 447 
Saladin tithe, 23 
Sales-value 

check upon assessment, 285, 289-300, 
302-3, 375 - 76 , 380, 383, 410-12, 
45 i, 454 

failure to use, 377, 383 
growing use of, 286, 449 
informational stamp tax, 384 
limitations of, 285, 384 
obtaining and sifting data, 384-85 
Saxe, Martin, 213 
Schanz, Georg, 96 
Scheftel, Yetta, 199 
Schwab, J. C., 34-35, 347 
Scotland, 22 
Scutage, 24 

Section 5219, R.S.U.S. , 204-8, 212 
Segregation 

as a fiscal policy, 247, 260 
definition, 243-44, 248 
effects of, 247, 250-59, 479 
Seligman, E. R. A., 48, 52 - 53 , 5 6 , 60, 84, 
96, 121, 166, 479 

Simpson, H. D., 285, 303, 379, 385, 
411-12, 456 

Single-tax classification, 199-200 
Solvent credits, 55 
South Carolina 

assessment, 333, 335, 338, 340, 351 
average value, 219 
collection, 314 
constitution, 36, 40, 161-62 


equalization, 351, 365, 368-69 
exemption, 152 

intangibles, 115, 117, 119, 122 
mineral property, 239 
tax commission, 365, 398 
South Dakota 

assessments, 275-76, 333, 392, 424 
classification, 173, 175, 195 
collection, 313, 317 
constitution, 41-42, 103 
director of taxation, 365, 398 
equalization, 365, 371-72, 382 
exemption, 127, 138, 141, 152 
farm taxes, 70-72, 94 
intangibles, 108, 120, 122, 204, 274 
tax rates, 462 
Spurrier, Leo, 404, 406 
Standardization of taxable units, 445-48 
State taxes, 189, 432-33 
Statutory valuations, 27-30, 44, 46 
Stokes County, N.C., 378 
Substitute taxes 
bushel tax, 138 
franchise tax, 256-57 
gross receipts tax, 138, 238-39, 250- 
52, 432-33 

motor vehicle taxes, 138 
net receipts tax, 238, 240 
severance tax, 238-39, 242 
tonnage tax, 238 
yield tax, 138 
Supplementary taxes 
gasoline tax, 98 
income tax, 98 
occupation tax, 241 
privilege tax, 241 
royalties tax, 241 
sales tax, 98 
Switzerland, 95-96 

Tax bases 

New England composite, 28, 97 
readjustment through segregation, 
248 

Tax commissions 
agencies for 

administration, 401 
assessment, 418-20 
equalization, 364-65, 370, 437-38 
reassessment, 404-14 
supervision, 400-404 
appointment of, 396-98 
functions, 394 
ex officio, 396, 399 
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Tax commissions — Continued 

reports of, 117, 130-32, 137, 140, 

142-43, 145, 149, 159, 177, 179, 

181, 195, 202, 236, 245, 266, 275- 
76, 288, 298, 319, 324, 328-29, 
33i, 336, 338, 375, 377, 381, 384, 
389, 392, 394, 402, 408, 413, 424, 
446 

salaries, 399-400 
term of office, 396-99 

Tax day, 219, 332-33 

Tax delinquency 

accessories to, 308, 325-30 
causes of 

economic decadence, 326-27 
excessive assessments, 329 
excessive expenditures, 328 
localization of functions, 328 
personal conditions, 325 
tax administration, 325-26 
compromises, 307 
expropriation, 330 
extent of, 318-22 
forest property, 226-29 
increase of, 319-21 
motives for non-payment, 307 
motor vehicle, 324 
personal property, 323-25 
real property, 321-23 
sectional variations, 320-22 
taxpayers’ strike, 307 

Tax ferrets 

character of, 355 
compensation of, 354 
definition, 353 
objections to, 356-57 

Tax liability 

all persons and corporations, 101 
all property, 102 
corporate property, 121 
franchises, 113 
intangibles, 1 13-14, 121 
interstate commerce, in 
prohibited exemptions, 103 
public property, 108 

Tax lien, 317-18 

Tax limitations 

alternatives, 475~77 
debt increments, 472, 474, 476 
effects of, 470-76 
ineffective, 473-74, 476, 479 
purposes to check 

appropriations, 469-70 


evasion, 469, 471 
expenditures, 468 

Tax rate 

average for certain cities, 87 
and capital value, 64-65, 248 
delinquency allowance in, 463 
differential, 55, 57-58, 7 5, r 73, 180 
limitations, 459, 461-62, 464-65 
local, 193, 248, 251, 464-65, 466-72 
mathematical functions, 459 
mill levies, 466 
mynimTiTrij 464—66 
North Chicago, 467 
state, 193, 460-63 
state average, 196 
temporal variations, 75 

Tax relief, 77 
Tax systems, 20, 21, 97 
Taxable capacity, 83-84, 89-92 
Taxable situs 

business situs, in 
for railroad property, 418 
for taxes in personam, 42-53, 105 
for taxes in rem, 105 

Taxable value 

annual average, 219 
capitalized earnings, 43°~3 I 
security values, 431-32 
standards, 165, 442 
replacement cost, 429-30 
See also Market value and Statutory 
valuation 

Taxes 

apportioned, 460 

as charges upon local property, 248 
on enumerated property, 27, 35, 467 
as forecastable costs, 75 
as insurable hazards, 56 
in personam, 49, 51, 171-72, 305 
in rem, 49, 50, 171-72, 205, 317, 489 
specific, 219 
Tennessee 

assessment 333, 350, 355 
average value, 219 
central assessment, 4x8-19, 421 
collection, 309, 314-15 
constitution, 37-38, 40, 161-62 
equalization, 365, 369-70, 382 
exemption, 136, 141, 152 
intangibles, 117-18, 122 
superintendent of taxation, 398 
uniformity, 161-62, 165 
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Texas 

assessment, 333, 34*, 344, 346, 348, 
352, 3SS, 358, 395, 418 
Austin, 267-68, 272 
collection, 309, 314 
constitution, 39, 102-4, 162, 345, 418 
equalization, 365, 367 
exemption, 114, 141 
intangibles, 115, 119, 122 
non-listing, 263-64, 267-69, 272 
state tax board, 39s, 398, 400 
tax rates, 462, 464 
uniformity, 162, 165 
Thoipe, F. N., 36 
Tobin, C. J., 245, 456 
Township assessor, 332-36, 340 
Trabue, E. F., 105 
Tunell, G. G., 436 
Turner, S. H., 22 

Undervaluation, 281-82, 284 
Unequal assessments, 287-93 
Uniformity and universality 
definition, 160 

not necessary to equity, 59, 317 
in the tax rate, 161, 173 
in the valuation, 162, 173 
U.S. Department of Agriculture, 68-72, 
81-82, 93-94, 226 
Utah 

assessment, 333, 444? 448 
classification, 175, 197 
collection, 311, 314, 327 
constitution, 41-42, 102, 161 
equalization, 365, 369, 371 
exemption, 127, 141 
farm taxes, 70-72 

intangibles, 114-7:5, 118-19, 122, 124, 
167 

mineral property, 236 
tax commission, 365, 398 
tax rates, 462-63 
uniformity, 161 
unit rule assessment, 428 

Valuation 
bases, 429-32 
circulating capital, 219 
forest property, 225 
mining property, 234 
Van Sickle, J. V., 221 
Vaughan, Geoige, 236 


Vaughn, L. M., 326 
“Vermogenssteuer,” 50-51, 85, 488 
Vermont 

assessment, 276, 333, 342, 347, S 5 h 
362 

banks, 2x5 
classification, 175 
collection, 309, 314 
constitution, 36 
equalization, 361, 365, 367 
exemption, 152 

intangibles, 119-20, 122-23, 274 
motor vehicle taxes, 138 
tax commission, 365, 398, 400 
Virginia 

assessment, 263, 274, 276, 298, 30X, 
306, 333, 337-38, 340, 345, 419, 
443 

banks, 207 

classification, 175, 177, 187-89 
collection, 311-12, 314 
colonial tax system, 32-33, 345 
constitution, 38-40, 102 
equalization, 365-66 
farm taxes, 82, 306 
intangibles, 120, 122, 188, 274 
quitrents, 20 
segregation, 247 

Special Tax Commission of 1911, 166 
tax commission, 338, 365, 398 
uniformity, 163, 165 
Virtue, 0. G., 197 

Walker, Francis, 52, 169 
Warren, G. F., 327 
Washington 

assessment, 333-34, 423 
banks, 209 
classification, 175-76 
collection, 227, 311, 313-14 
constitution, 41-42, 102-3 
equalization, 365 
exemption, 117, 141, 151 
farm taxes, 94 

intangibles, 107-8, 114, 117, 122 
tax commission, 365, 398, 403 
tax rates, 460 
uniformity, 161-63, 165 
Wells, D. A., 54, 59> 169, 479~8o 
Wendell, J. A., 194 
West Virginia 

assessment, 289-93, 333, 344 
central assessment, 419, 421, 435 



532 PROPERTY TAXATION IN THE UNITED STATES 


West Virginia — Continued 
collection, 309, 314 
constitution, 40, 161-62 
equalization, 365, 367 
exemption, 141, 153 
forest property, 233 
intangibles, 114-15, 119, 122 
mineral property, 238 
reassessment, 405, 413 
sales-value check, 289-92 
segregation, 247 
tax commissioner, 398, 413, 435 
tax rates, 462-63 
uniformity, i 6 ih 52, 165 
Westchester County, N.Y., 145 
Williamson, K. M., 216 
Wisconsin 

assessment, 254, 285, 287, 302, 333, 
347-48, 358, 444 
banks, 208-9 

central assessment, 421, 423, 425, 
430, 432, 436, 438 
collection, 309, 314-15, 327 
constitution, 39 

equalization, 365, 368, 374-76, 377, 
383-85, 438 

exemption, 114-15, 117 > x 3 6 , i53~54 
farm taxes, 70-72, 79 
income tax, 99, 485-86 
intangibles, 107-8, 114-15, H7- X 9> 
122 

mineral property, 235, 239 
railroad taxation, 415 


reassessment, 407-8, 413 
sales-value check, 287 
specific tax, 219 

tax commission, 375, 3 8 4, 398, 400, 
402, 404, 408, 438 
tax rates, 461 
uniformity, 165 
Wolcott, Oliver, 35 
Wood, F. A., 347 
Worthington, T. K., 342 
Wiirttemberg, 85 
Wyoming 

assessment, 333, 419, 447 
average value, 219 
board of equalization, 365, 398 
collection, 31 1, 313-14 
constitution, 41, 102, 162 
exemption, 127, 141, 153 
intangibles, 117-18, 122 
mineral property, 239 
tax rates, 462, 464 
uniformity, 162, 165 

Young, A. A., 98 
Young, H. J., 299 
Young, L. E., 235 
Youngquist, G. A., 211 
Youngstown, Ohio, 472 
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